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Managing director of the IMF, Christine Lagarde (left), shaking hands with Bank of 
Mexico Governor, Agustin Carstens (right). Carstens got his doctorate in Economics 
from the University of Chicago in 1985 and was the runner­up to take the position as 
managing director of the IMF in 2011.   
 
 
   
 
 
 
  
Abstract 
 
This paper focuses on analyzing the role of the International Monetary Fund                       
(IMF) in advocating, through crisis­resolving operations and structural adjustment                 
programs, a particular political discourse, Neoliberalism. In the basic three                   
components of this study, we present an explanation and historical analysis of the                         
neoliberal ideology from its origins to its implementations in contemporary society.                     
We undertake an analysis of the IMF with a special emphasis on the role of the U.S.,                                 
through the theoretical perspective of ‘Historical Institutionalism’. And lastly, we                   
analyze the descriptive case study example of Mexico at it evolved through the                         
economic crises of 1982 and 1994. 
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 “Beyond the speculative and often fraudulent froth that characterizes much of                     
neoliberal financial manipulation, there lies a deeper process that entails the                     
springing of the debt trap as a primary means of accumulation by dispossession.                         
Crisis creation, management, and manipulation on the world stage has evolved into                       
the fine art of deliberative redistribution of wealth from poor countries to the rich. By                             
suddenly raising interest rates in 1979, Paul Volcker, then chairman of the U.S.                         
Federal Reserve, raised the proportion of foreign earnings that borrowing countries                     
had to put to debt­interest payments. Forced into bankruptcy, countries like Mexico                       
had to agree to structural adjustment. While proclaiming its role as a noble leader                           
organizing bailouts to keep global capital accumulation stable and on track, the                       
United States could also open the way to pillage the Mexican economy through                         
deployment of its superior financial power under conditions of local crisis. This was                         
what the U.S. Treasury/Wall Street/IMF complex became expert at doing                   
everywhere. Volker's successor, Alan Greenspan, resorted to similar tactics several                   
times in the 1990s. Debt crises in individual countries, uncommon in the 1960s,                         
became frequent during the 1980s and 1990s. Hardly any developing country                     
remained untouched and in some cases, as in Latin America, such crises were                         
frequent enough to be considered endemic. These debt crises were orchestrated,                     
managed, and controlled both to rationalize the system and to redistribute assets                       
during the 1980s and 1990”  
 
­ David Harvey (2011:37), ​Distinguished Professor​ of ​anthropology​ and 
geography​ at the ​Graduate Center of the City University of New York​ and 
author of ‘A Brief History of Neoliberalism’. 
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 1 ­ Introduction 
 
While this research paper is being written, we are currently experiencing one                       
of the most politically polarizing periods in the west since WWII. This is amongst                           
other things exemplified by the popularity of two ‘radical’ presidential candidates in                       
the U.S., Donald Trump and Bernie Sanders, along with the rise of Eurosceptic,                         
populist, right wing political parties , and emergence of new internationally oriented                     1
left­wing parties in Europe .  2
Growing global and national inequality, combined with the fear of terror that has                           
spread like a wildfire through Europe, after the sequence of attacks in France, in                           
conjunction with the perceived connection between these aspects and the so­called                     
refugee­crisis has called for transnational cooperation, but so far transnational                   
cooperation has seemed like a socialist fantasy in line with the Marxist/Trotskyist                       
hope and idea of a permanent revolution (Trotsky, 1931).  
The Schengen Agreement, which is a cornerstone in the European Union,                       
guaranteeing free movement between member states, has been suspended in                   
practice since the beginning of 2016. France has been in a nationwide state of                           
emergency since November 2015. The UK will in June have a referendum where                         
they will decide whether or not they are going to stay in the European Union. Spain                               
has been without government since its last election on December 20, 2015. The                         
‘Panama Papers’ forced the Icelandic Prime Minister (one of the only ones to                         
successfully oppose the banks) to resign, and a few days ago new leaks about the                             
Transatlantic Trade and Investment Partnership (TTIP) revealed plans to further                   
strengthen the interrelation between the U.S. and Europe ­ mainly through conditions                       
formed by the U.S. and Western financial elite. This is merely a limited sample                           
intended to highlight some of the changes happening in Europe right now and it feels                             
1 ​See: UKIP in the UK, Front National in France, Dansk Folkeparti in Denmark, 
Sverigedemokraterne in Sweden, Partij voor de Vrijheid in the Netherlands, Prawo i 
Sprawiedliwość in Poland, Schweizerische Volkspartei in Switzerland, Alternative für 
Deutschland in Germany, and several others in other countries.   
2 ​See: Podemos in Spain, Alternativet in Denmark, Syriza in Greece, and several 
others in other countries.   
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 safe to say that the period since the 2008 Financial crisis has shaken Europe in a                               
way not seen in decades.   
Piketty’s (2014) comprehensive analysis of the distribution of global wealth                     
suggests that not only have we engaged in an inegalitarian spiral where global                         
capital will continue to become more and more concentrated, but also that the                         
prospects of the European countries seem terribly dark without coherent political                     
collaboration. According to Piketty (2014:496) the European Union's’ failure to design                     
a coordinated tax policy has lead to ‘a race to the bottom’ between Europe's’ small                             
states, resulting in, for example; “cuts in corporate tax rates and to the exemption of                             
interest, dividends, and other financial revenues from the taxes to which labor                       
incomes are subject.”  
While it has long been evident to us that the U.S. plays a big role in the global                                     
economy due to the size of its national economy and due to the fact that many                               
multinational corporations were established in the U.S, it has not been as evident                         
exactly how the policy changes in the U.S. during the Reagan era affected Europe                           
and the rest of the world, except for maybe initiating Piketty’s ‘race to the bottom’ in                               
collaboration with Thatcher and the UK by lowering taxes, thereby offering more                       
advantageous circumstances for businesses.  
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 2 ­ Problem Area 
2.1 ­ Problem Formulation 
­ What influenced the dramatic changes in US monetary and financial policies 
in the 80’s and what role has the IMF played in expanding these policies to 
other parts of the world?  
 
In order to gather information of the ways that the IMF has been involved in 
advocating neoliberal policies, we take a closer look at Mexico, from 1982 to 1995 
and its collaborations with the Fund. 
 
   
  2.2 ­ Project Design 
 
The political development in contemporary Europe led us to the ​first of three                           
distinct but very interconnected components that this research paper consists of;                     
An explanation and historical analysis of the neoliberal ideology. Neoliberalism is a                       
form of capitalism that has come to dominate in most countries around the globe,                           
and we aim to uncover how it evolved. This is done through research and                           
explanation of classical liberalism and how it evolved into neoliberalism through                     
prominent figures such as Friedrich Hayek and Milton Friedman (See section 4.3),                       
with an emphasis on Friedman’s role and ideas. We will be looking into the ideology                             
in 3 different forms; as ideology, as policies and as governance, furthermore,                       
touching upon how it became the dominant ideology in the U.S. during the ‘Reagan                           
era’ and in this way further illuminate how it functions in practice.  
The ​second component of the research paper is an analysis of the                       
International Monetary Fund (IMF) with a special emphasis on the role of the U.S.. It                             
is comprised of an explanation of the role and purpose of the institution, criticism of                             
how it works and a historical institutionalist analysis, illuminating the connection                     
between key ideas, events and individuals that have formed the institution, with a                         
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 focus on the shift in ideas that resulted in the institution going from promoting                           
Keynesian policies to promoting neoliberal policies, also known as the policies as                       
defined by the Washington Consensus (See section 4.4.1).  
Before starting our research we had very little prior knowledge of the workings                           
of the IMF, that had only entered our political consciousness with the advent of the                             
2008 Financial crisis and its impact on Greece. Being a part of the Troika , the IMF                               3
became the center of attention when negotiating the (re)scheduling of Greek debt.                       
The stubbornness of the IMF’s policies has especially been evident to us since                         
Syriza took over the Greek parliament in 2012. The party proclaim ‘radical’ socialist                         
policies but is still forced by the Troika to implement a series of austerity measures                             
and sell out national infrastructure to ‘limit its national debt’.  
This development has made it increasingly interesting for us to investigate what                         
lies beneath this more and more obvious decrease in democratic sovereignty in the                         
European countries (Piketty, 2014:464). However, during our research process we                   
have encountered problems as to finding enough research material to shed an                       
appropriate light on the current political situation in Europe by using Greece as a                           
case study, as it is something that is happening right now and the negotiations take                             
place behind closed doors. Instead we have chosen to focus on one of the key                             
actors in these negotiations; the IMF, which we have localised as being the central                           
institution in several financial crises since 1980 where its institutional function                     
changed (see chapter: 5.2).   
The IMF was one of the institutions that was created to secure international                           
stability and security in the aftermath of WWII but as Stiglitz (2002:38) notes, the IMF                             
“has taken on the pre­Keynesian position of fiscal austerity in the face of a downturn,                             
doling out funds only if the borrowing country conforms to the IMF’s views about                           
appropriate economic policy, which almost always entail contractionary policies                 
leading to recessions or worse”, which also seems to be the case in contemporary                           
Greece where austerity cuts and the sale of national infrastructure in a world that is                             
still very much based on ‘imagined communities’ with different sets of living                       
standards and political cultures, has led to massive unrest in the country.  
3 An increasingly popular term for the tripartite complex composed of the European Central Bank (ECB), 
the European Commission (EC) and the IMF.   
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 Because the IMF has been absent from most European countries and especially                         
developed industrialized economies for decades, in juxtaposition with neoliberalism                 
also being a somewhat absent concept and ideology in most (Western) European                       
countries, we have had to look to other continents, more precisely North America                         
and Mexico, to really fathom the workings of the Fund and try to extrapolate                           
knowledge from there. While it is not in the scope of this research paper to conduct                               
a case study of Greece, we have found several connections between the ways the                           
financial crises of the 80’s and 90’s and the Greek financial crisis emerged and the                             
policies that have been prescribed to deal with it. We will reflect on these                           
connections in the discussion section of the research paper (see section 7). 
This led us to the ​third component of our analysis, where we have chosen to                               
look into the institution’s influence on Mexico, a country that has played a crucial,                           
though arguably somewhat passive, role in the global economy by “initiating” two                       
different debt crises in two different decades. Our hope is to be able to extrapolate                             
information in regards to what has happened to and is happening in the European                           
financial market. With austerity measures, privatization and the forming of new trade                       
agreements like CETA (Comprehensive Economic and Trade Agreement) that will                   
remove trade barriers between EU and Canada, and TTIP (Transatlantic Trade and                       
Investment Partnership) that will remove trade barriers (along with other things)                     
between EU and the U.S. currently being negotiated with policies that are along the                           
same line as NAFTA (The North American Free Trade Agreement), Mexico is an                         
obvious choice when trying to draw from historic events in a contemporary analysis.                         
However, this extrapolation of knowledge through time and space will not result in an                           
in­depth analysis of the current European situation in this research paper, but rather                         
serve as inspiration for where to look when trying to analyze it in the future.  
Our analysis of IMF and its workings in Mexico emphasizes the role of the U.S. as                                 
we through our research have come to recognize that the U.S. exercise massive                         
influence through the use of a wide variety of tools ranging from educating foreign                           
economists at U.S. universities to supporting dictatorships and setting interest rates                     
that will affect the global financial market. The focus of this research paper is to                             
illuminate and elaborate on (some of) the different ways the U.S. exercises its                         
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 influence, to what purpose and what role the IMF has in it.  
 
 
2.3 ­ Hypotheses 
In order to specify the contents that are implied in our problem formulation, we have 
deemed it advantageous to pose 3 questions/hypotheses that combined will guide 
ourselves and the reader to see the connection between, and inspiration for, the 
various components of the research paper from the outset. Furthermore, the 
hypotheses helped us specify our problem formulation.  
 
1) There was a change in U.S. monetary and financial policy in the 80’s, which 
favoured the private sector and therefore the financial elite that had the capital 
to invest.   
 
This first hypothesis came about from our knowledge about the wealth concentration 
that we knew had taken place since in the U.S. since 1980 and is now a hot topic in 
the U.S. presidential debate. (See: Table 1 in appendix)  
 
     2) This change in policy has proliferated to large parts of the rest of the world 
since. 
   
The contemporary situation in Europe where most countries are experiencing the 
implementation of austerity measures, lead us to this second hypothesis.  
 
 
     3) The proliferation of the policy has happened on a supranational level.  
   
Greece has elected a left­wing government, on the very premises that it will stand 
against the austerity measures demanded by the IMF in order for Greece to receive 
the next loan. However, the structural adjustments continue in  increasing levels. 
This led us to believe that external pressures can achieve a great deal of 
intervention. 
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3 ­ Methods 
 
3.1 ­ Dimensions 
 
Culture & History: ​We have chosen to use the dimension Culture & History for this                             
research paper, as we judge that it matches the exact components that we are going                             
to structure it around. With a focus on Neoliberalism as an ideology/philosophy and                         
the IMF by applying a historical institutionalist approach, we enter the dimension of                         
Culture & History with a strong focus on reflecting on structures and agency. While                           
neoliberalism as the dominant global ideology is shaping the socio­economic                   
structures and the conditions of society on a philosophical level (e.g. power                       
relations), the IMF has in many ways been the corporeal reflection of this ideology                           
since the 80’s; negotiating and shaping the socio­economic conditions and                   
ideological structures of several countries. Furthermore, we are not only explaining                     
the ideology of neoliberalism, but also the historical, political and cultural                     
development and the key individuals shaping it in the public and political                       
consciousness over time. The historical institutionalist approach will moreover                 
supply us with insight into organizational culture and how various events, ideas and                         
individuals all play a role in producing and reproducing social practices. It has also                           
been the aim of this research paper to extrapolate historical knowledge that we could                           
link to contemporary phenomena.  
 
Science & Philosophy: ​Science & Philosophy is also going to be an academic                         
focus in this research paper. This is due to the fact that an ideology in its essential                                 
form is a philosophical perspective on society in all its complexity. Neoliberalism in                         
10 
 itself is a concept where ideology, philosophy and economic science is extremely                       
intertwined; often connected to the notion of ‘freedom’ as a mirror of economic                         
freedom. As Culture & History in essence is a question of the author's subjectivity                           
and context, merely working with it, makes it necessary to make and bring in                           
philosophical considerations. Furthermore, the tone of the meta­scientific questions                 
we have posed throughout this research paper along with our subjective view on                         
reality and the role of the individual have inevitably come to guide and form the                             
perspective of our analysis. This is also exemplified by the choice of Historical                         
Institutionalism as an approach that positions itself in between the Rational Choice                       
approach and the Sociological Institutionalist approach. When analyzing ideology                 4
and political practices, lack of transparency and the interests of different actors’                       
positions, notions of truth, objectivity, subjectivity and reality become central                   
ontological and epistemological concepts. Therefore we believe that the dimension                   
of science and philosophy will be highly applicable for our research paper.  
 
3.2 ­ Limitations 
 
First and foremost, two considerable limitations are the lack of time and,                       
especially, space. Considering that there is a maximum allotment of characters                     
allowed which requires the skill of being concise while discussing broad topics, this is                           
a distinct challenge. Particularly in regards to how the subject matter of our research                           
is spread out through many dimensions, each with their own set of complexities and                           
nuances as well as their historical and contemporary perspectives. This makes it                       
problematic to write concisely within our limits when there is copious amounts of                         
subject matter that is relevant. The extremely broad and vast bodywork of the topic                           
4 Rational choice institutionalists believe that humans are strategic actors that aim to maximize their 
personal or individual gain and that the institution shape the way of achieving this. Sociological 
institutionalists believes that humans act as social beings and that the institution provides a set of social 
norms. Historical institutionalists is a mix of these two that emphasizes the importance of the individual, 
the context and the rules (Steinmo, 2008:126).  
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 and its subtopics also require extensive and rigorous research for a more                       
comprehensive paper. The previous statements also allude to how some of the                       
ambiguous and expansive topics involved in our subject prove to be a challenge too.  
Prior to taking on the subject, a majority of the topics to some degree were                             
unknown to most of the group. This is particularly true in understanding economics,                         
foreign and domestic governmental agency, the history and current affairs of the IMF                         
as well as the topic of neoliberalism itself as a whole. This was limiting in the way                                 
that this created a challenge in discerning reliable and pertinent resources for                       
research. This is also applicable to statements made on the IMF website about its                           
mission and actions which are contradicting to the results we have discovered                       
through other sources of research. 
Because of the complexity of the subjects and subtopics, we also had to limit                           
our writing by delineating, simplifying and omitting information which would otherwise                     
add more depth to our research paper. Many of the topics are inter connected and                             
involved in convoluted systems and strategies and in some cases, quite                     
controversial, which also posed a challenge of arguing certain standpoints without                     
sounding too subjective or unscholarly. 
Another challenge we faced during our research was in relation to defining                       
who ‘the financial elite’ is. It has become increasingly hard to talk about an ‘American                             
elite’, when the ties between the ‘American elite’ and elites from other countries are                           
extremely interconnected and supersedes country borders, transitioning to a                 
transnational financial and political elite.  
3.3 ­ Delimitations 
 
We focused on Friedman as opposed to other neoliberal thinkers because of                       
his popularity during his time, his devotion to free market rationalization and an                         
abundance of resources from him since he was prolific in his work.  
We compartmentalized neoliberalism in our explanation because the phenomenon                 
can not be understood as one thing. This also allowed for more distinct research for                             
the subject by narrowing down on the three specific components we discussed. As                         
mentioned in our previous section on limitations, the topics involved are multifaceted,                       
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 and complex and despite our enthusiasm of wanting to cover many aspects, we                         
needed to delimit ourselves by demarcating specific topics and their connections as                       
well as remaining succinct in our research and writing. Therefore we needed to                         
decide on what was specifically important to discuss about neoliberalism in it’s                       
current climate as well as its historical implications.  
We established the IMF as a focal point of neoliberal dissemination, rather                       
than the World Bank because we felt that since the IMFs strategic lending to                           
countries that were already in debt gave clear distinctions of how they used their                           
lending as a way to maintain the debtor countries in a constricted economic hold. We                             
felt that it would be more challenging to argue this about the WB because its                             
methods are to lend particularly to lesser developed countries.  
Several factors influenced our decision to emphasize the neoliberal                 
tendencies in interactions through the IMF in Mexico. The high degree of U.S.                         
involvement through NAFTA, Mexico’s part in the debt crises through the 80’s and                         
90’s as well as the geographical closeness with the US, which allows for easier                           
transactions when seizing assets and resources (including labour), opening trade or                     
in regards to military deployment played a big part in our decision. Furthermore,                         
there is an abundance of literature on US and Mexican relations as well as the IMF’s                               
involvement in Mexican structural adjustment affairs compared to other country                   
cases.  
The methodological procedures we engaged in were qualitative in nature                   
because it was most suitable to acquire an exhaustive and keen understanding of                         
the topics we used in this research paper. This encompasses research of literature                         
which we read, interpreted and analyzed in order to maintain a critical perspective of                           
the topics and their relations.  
We consider that the delimiting choices we made for our research paper were                         
in the best interest of producing a rational research paper with a concise and well                             
rounded analysis on the subject.  
 
3.4 Source Criticism and Literary Analysis 
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 Due to the overflow of competing information within certain aspects of this                       
field of research, while simultaneously confronted with ambiguous details (explicitly                   
in regards to information from the IMF website), it was vital that we remained critical                             
of our sources.  
We proceeded with a reluctance to rely on statistics formed by the IMF,                         
politicians and economists, particularly those involved in neoliberal institutions or                   
practices. This was mainly because the discourse they presented was not in                       
alignment with the results of their actions. Much of the IMF data is based on analysis                               
of the economic conditions in a given country, without taking into account how the                           
IMF already influenced these conditions and the global market per se, due to its                           
promotion of the neoliberal ideology. Much of the research we encountered was                       
ensuring financial growth on the basis of economic analysis mainly favoring the                       
business sectors as they are the so called “job­creators”. When analysis is built on                           
theory of growth and employment rates, Piketty’s (2014) notion of ‘a race to the                           
bottom’ becomes decisive, as countries would have to conform to the demands of                         
the corporate sector to remain competitive and attractive to investment. This                     
however, does not consider the conditions of the workers and therefor we were                         
pleased to take on investigations into agents who were involved in such institutions,                         
that spoke openly and critically about concrete and observable actions of such                       
institutions, the main example being Joseph Stiglitz­ former World Bank vice                     
president and chief economist. Another person that has been of much inspiration is                         
the former Greek minister of finance under Syriza, Yanis Varoufakis, who has                       
firsthand experience in negotiating with the IMF and is now vigorously, through his                         
writings and lectures, protesting against the Funds practises. The fact that people                       
like Stiglitz and Varoufakis comes forward and criticize the institutions, gives us                       
insight into factors and connections that would not otherwise have been evident. We                         
have used these critical voices as major inspiration as where to begin our analysis                           
on the different parts in the research paper, however we realize that is important to                             
recognize that you should never conclude anything on the basis of what a few                           
individuals say, especially not in regards to politics, as we stated throughout this                         
research paper. Therefore we have undertaken careful analysis and collected                   
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 knowledge from a range of different scholars that we recognize as being at the                           
forefront in this field of research.  
This was particularly exciting because much of the intentions (aside from the                       
contradicting ones found on their websites) and meetings are undisclosed. There is                       
an ostensible lack of transparency (see: section 5.4), therefore much of our analysis                         
was focused on the conflicts between doctrine and reality.  
Manfred B. Steger is one of the most recognized Australian researchers on                       
Global Studies. Steger’s most influential work, is his award winning study                     
“Globalism: The New Market Ideology” which received the Michael Harrington Award                     
in 2003. To us Manfred B. Steger appears as a credible source with an unbiased and                               
objective view on globalization and ideology, therefore we have found his and Ravi                         
R. Roy work on the Reagan administration in the U.S. to be in line with other                               
research we encountered on the subject.  
Our choice of sources have relied on a case­by­case judgement which has                       
resulted in us, despite a reluctance to rely on statistics formed by government                         
officials as they may be somewhat blurred by an ideological technique of                       
measurement, acknowledging the World Factbook as providing the most reliable                   
in­depth country statistics and descriptions available. We have during our research                     
also paid much attention to the various points in time the texts have been written and                               
the contexts as various events have been important in shaping political discourse                       
and public interpretation of a globalized world. The use of historical institutionalism                       
as an approach has attributed greatly to understanding the connections between                     
how contexts and structures influence systems of meaning and thereby individuals                     
and the emergence of ideas.  
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 4 ­ Definitions and Theoretical Framework 
 
 4.1​ Explanation of the Philosophy Behind Classical (Economic) 
Liberalism  
  
This report has a focus on Neoliberalism but since the term itself (in its                           
present meaning) was popularized only during the 1970’s, the question of how the                         
founders considered themselves before that is somehow legit (considering that the                     
creation of the Mont Pèlerin Society in 1947 was the first official meeting between all                             5
the neoliberal founders). As explained by Friedman and Hayek in their books and                         
articles, they considered themselves as liberals (in the classical european way). We                       
will try in this chapter to explain, what the philosophy behind classical liberalism is                           
and how it was a starting point for the neoliberal thought. 
In this research paper we mainly focus on what we could call the revival of                             
classical liberalism, in the time period following the thirty prosperous years that most                     
of the western world experienced after the second World War. However, classical                       
liberalism has been part of the world’s history for a long time before that. Even                             
though it can not be dated exactly, the specialists consider that it could have reached                             
back to the Middle Ages (without the political aspect that we know) (Britannica                         
Academic, 2016). In its first form liberalism was close to what we nowadays call                           
individualism, the key concept was to emancipate the individual from any kind of                         
class, caste or tribe by putting him as the center of the society. This first definition of                                 
liberalism changed throughout space and time, every decade bringing a new                     
element to the concept of liberalism, influenced by the context in which the theory                           
was applied. In the 1970s the West in its majority was facing the first economic                             
troubles since the World Wars, the form of liberalism at that time was questioned, as                             
5 Named after the spa where an exclusive meeting of a small group of enthusiastic philosophers, 
historians and economists (including Friedman and Hayek) met to discuss matters of restoring their 
values within civilization (Harvey, 2005) 
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 well as the economic system that had been implemented. Civil rights and inequalities                         
also became an important part of the liberal cause, as the diversity of individuals,                           
and so the diversity of ways of living a ‘good life’ has always been a key concept to                                   
liberalism. This is when economists such as Hayek and Friedman decided to revive                         
classical liberalism,  in what we know nowadays under the label of neoliberalism. 
As stated by David Harvey in his book ​A Brief History of Neoliberalism ​(2005),                           
the founders of neoliberalism (Hayek, Friedman and others) were quite supportive to                       
the view that Adam Smith had about an invisible hand guiding the market for the                             
benefit of all. He stated that the best way to mobilize the (in his view) most basic                                 
human instincts such as greed or gluttony in order to reach a benefit for all, was to                                 
set the market free, as the consumer would choose products that had been                         
produced in a way that aligned with his values. In this way, the market was a space                                 
of democracy, where one votes with what one spend one's money on. This is a                             
simplified version of Smith’s theory as he put it in ​The Wealth of Nations​. He argues                               
that the necessary restrictions for the individual in his private actions are given by                           
“​an institutional mechanism that acts to reconcile the disruptive possibilities inherent                     
in a blind obedience to the passions alone.” (Britannica Academic, 2016). Or what                         
we could call in a more accessible way, competition. Motivating deep instincts that                         
every individual possess “from the womb, and never leaves him until we go into the                             
grave​” (Britannica Academic, 2016), the envy that one can have to reach the same                           
position or possess the same signs of wealth as his neighbour. The role of the                             
invisible hand is not only to push those instincts, but also to leave no other options to                                 
the individual than following these instincts in order to make the market work in a                             
continuous mode. All the ideas that could alter the work put in place by the invisible                               
hand are simply erased via mediums such as media manipulation or political                       
decisions. In this way the individual will contribute to the functioning of the market all                             
along his life, motivated by what he thinks are his personal purposes but turns out to                               
be ideas implemented and directed by the so called invisible hand. This information                         
gives us a good insight on how philosophy is intertwined with more concrete                         
concepts such as the market or benefit. 
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 Let’s take a look at several quotes from different sources, mostly from the                           
founders of neoliberalism, in order to reach a better understanding of how the                         
liberals use different concepts to implement their thought in the concrete world. 
The first stop of these big concepts is freedom. All over the neoliberal/liberal                         
works the word freedom is redundant, at first sight the readership can assume that                           
freedom is obviously something that should be reached by everyone, but the                       
neoliberal thinkers go further than this. The “ultimate goal” as stated by Friedman is                           
the “freedom of the individual, or perhaps the family” (Friedman,1962:18), but for him                         
freedom only makes sense in relation to society. A single human being has no                           
struggle with freedom if he lives isolated, and if any troubles come away in an ethical                               
perspective, then the individual should be on his own to struggle with it. According to                             
the liberals the only problem that an individual should face should be “what he                           
should do with his freedom” (Friedman,1962:18). So the liberals consider freedom in                       
two main ways, first how freedom is assigned in the societal context, as in between                             
individuals in relation to each other, and in a personal context where the concept of                             
freedom is determined by the individuals’ ethic and philosophy. 
For a further discussion on the role of freedom in a neoliberal society, as well as a                                 
distinction between freedom and liberalization, see section 4.4. 
To conclude with this chapter we could say that it is hard to grasp a precise                               
philosophy when it comes to liberalism, as many political movements it is highly                         
influenced by the context in which it is mentioned. We can see with this chapter that                               
some of the key concepts of liberalism in its primal form are not found in the newest                                 
versions of it, or simply less represented as they could have been in previous                           
contexts. Even if, as mentioned earlier, the focus of this research paper is                         
neoliberalism (or what has been referred as the revival of classical liberalism), trying                         
to give an excerpt of the ideology and philosophy of the theories that led to                             
neoliberalism is also important. Being able to comprehend how some ideas came to                         
get more importance, like a broad concept such as freedom being applied into the                           
economic realm. And also to potentially point out what ideas were left on the side of                               
the way, like the importance of the fight of inequalities being raised by some liberals                             
and forgot by others. 
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 In the next chapter we will focus on the ideology behind neoliberalism, and in                           
the following one we will focus through the eyes and writings of one of the leader of                                 
the revival of classical liberalism, Milton Friedman. 
 
4.2 ­ Definition and Explanation of Various Aspects of                 
Neoliberalism  
 
As a concrete theory Neoliberalism can be dated back to 1947 when a group                           
of economists and philosophers gathered around Friedrich Von Hayek to create the                       
Mont Pelerin Society. The founders held as their key ideals, individual freedom and                         
economic freedom (via the concept of the free market), yet they labelled themselves                         
as liberals. The group wished to stray away from classical theories such as the ones                             
from Adam Smith or Karl Marx, and they were completely opposed to the                         
interventionists theories advanced by John Maynard Keynes. The most significant                   
distinctions that they proposed which made neoliberalism stand out from other forms                       
of liberalism, is the fundamentalism of the free market, competition and the                       
extolment of private property rights. These ideals can be recognized from a portion                         
of the Mont Pelerin Society’s founding statement as exposed in Harvey’s ​A Brief                         
History of Neoliberalism ​(2005)​. ​In regard to policies and “arbitrary power” which is                         
an indicator of the state government, they claim, “It holds further that they have been                             
fostered by a decline of belief in private property and the competitive market; for                           
without the diffused power and initiative associated with these institutions it is difficult                         
to imagine a society in which freedom may be effectively preserved.” (Harvey, 2005:                         
20) 
These ideals still stand true for neoliberal actors. According to neoliberal                     
thinkers, political decisions should be bound to the interest of the market and the                           
entities involved in maintaining the market, for an example we will later discuss the                           
IMF. Between the time of their first think­tanks in the late 40’s and the late 70’s, the                                 
neoliberal theories gathered a lot of support, especially in the United States with                         
wealthy individuals and corporate leaders. Even though several commentators                 
19 
 pointed out that the neoliberal theories were not completely coherent according to                       
the idea of personal freedom they were preaching, the neoliberal movement reached                       
academic recognition by the medium of the Nobel Prize in economic won by Hayek                           
in 1974 and Friedman in 1976 (the prize conveniently being controlled by the                         
Swedish banking elite) (Harvey, 2005). However, the dramatic consolidation of                   
neoliberalism as a new economic orthodoxy regulating public policy at the state level                         
in the advanced capitalist world occurred in the United States and Britain in 1979.                           
We will focus a bit later on the wave of neoliberal ideology that became implemented                             
into political action during Reagan’s regime by means of policy and state                       
restructuring (see: section 4.4.1). 
In today’s climate neoliberalism is a term that is increasingly generating                     
discussion and academic analyses yet remains relatively unknown or disregarded in                     6
the public sphere of awareness. This is evident when speaking with peers and                         
asking them about their thoughts on neoliberalism, the majority of which have never                         
heard the term. Their lack of awareness about it is understandable because the term                           
is not commonly referenced in popular news media nor is easily definable. The                         
multidimensionality, lack of transparency and networked qualities of neoliberalism                 
makes it challenging to pinpoint details with certainty in regards to causes and effect.                           
Also currently, its economic and political implications make it a hot topic of                         
deliberation and controversy while still remaining mostly censored in most popular                     
forms of news media. Because of neoliberalism's intangible nature, many writers                     
who focus on the subject tend to compartmentalize it and discuss how the term can                             
be realized as an ideology or theory, a political/economic discourse and policies, a                         
form of decentralized governance via the free market etc (Harvey, 2005; Ventura,                       
2012; Larner, 2006). For the sake of clarity we will also attempt to give a                             
compartmentalized description of our current understanding of neoliberalism as an                   
ideology, as policies, and as a developing form of governance. 
 
6 
https://books.google.com/ngrams/graph?content=Neoliberalism&year_start=1900&year_end=2000&corp
us=15&smoothing=3&share=&direct_url=t1%3B%2CNeoliberalism%3B%2Cc0  
20 
 4.3 ­ The Ideological Background of Neoliberalism as Proposed 
by Milton Friedman  
 
Milton Friedman (1912­2006) was an American economist and professor, and                   
a leader in the expansion of the neoliberal thought. He studied economics and                         
mathematics at Rutgers University where he earned his bachelor in 1932. He then                         
went to the University of Chicago for a master in economics which he obtained in                             
1933, and to Columbia University to earn a Phd in 1946. In between the two                             
diplomas, Friedman worked for several agencies that specialised in economics such                     
as the National Bureau of Economic Research and the Treasury in the Division of                           
Tax Research. When he came back to the University of Chicago in 1946 he was                             
offered a position in the economics department, which he accepted, engaging                     
himself in a thirty year long career in this university. 
The first official approach of neoliberalism by Friedman was in 1947 when, as                         
mentioned earlier, he attended the meeting of the creation of the Mont Pèlerin                         
Society, on the impulse of Hayek. He declared later that this was when he decided to                               
be fully involved in the political process.   
To understand Friedman’s theories we chose to select one of his most well                         
known books when it comes to the theoretical aspects of economics, ​Capitalism and                         
Freedom (1962). We have selected parts of the book that will allow us and the                             
reader to reach a better understanding of neoliberalism as a theory explained by a                           
founder of the movement, and to allow him to compare it with the later chapters of                               
this research paper, where the abstract implementation of neoliberalism is described.  
The two first chapters and the Introduction are particularly relevant in terms of                         
theoretical approach because as Friedman says it himself “The first two chapters                       
deal with these issues on an abstract level, in terms of principles rather than                           
concrete application.”(Friedman,1962:12) Named ‘The Relation between Economic             
Freedom and Political Freedom’ and ‘The Role of Government in a Free Society’.                         
The very name of these chapters give a first glance at the key point of the doctrine of                                   
neoliberalism, freedom. 
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 Let’s start with the Introduction, which appears to have a redundancy of the                         
word freedom in all it’s forms, Friedman talks about “the free man”, “to protect our                             
freedom” or describes freedom itself as a “rare and delicate plant”. As we mention                           
multiple times in this research paper, freedom is the central ingredient of                       
neoliberalism. By using a concept­word like freedom and defining it in the context of                           
the ideology that is presented, Friedman gives some reference marks to his                       
readership. As freedom is a concept that every human being considers as important,                         
the idea that it could be threatened by the economic system leads Friedman and                           
other like­minded thinkers to rethink and reorganise the economic system based on                       
the defense of freedom itself. The second concept that Friedman mentions is the                         
government, even if the government can seem more concrete than the concept of                         
freedom, the representation of the government by Friedman implies more than the                       
political object that government is. The first statement about government in                     
Capitalism and Freedom is “First, the scope of government must be limited”                       
(Friedman,1962:10). Friedman then adds that beyond the natural role of a                     
government which exists to “to preserve law and order, to enforce private contracts,                         
to foster competitive markets” (Friedman,1962:11), the rest of the decisions should                     
be a result of the collaboration between the government and private enterprises in                         
order to “insure that the private sector is a check on the powers of the governmental                               
sector and an effective protection of freedom of speech, of religion, and of thought”                           
(Friedman,1962:11). In this last quote Friedman eventually links the two key                     
concepts that we mentioned, freedom and government. While according to neoliberal                     
thoughts, the government’s scope should be limited, they also defend the idea that                         
the centralization of the government is as well an attack on personal freedom. The                           
main approach that Friedman, and other neoliberals have to speak about                     
government is that a government will never be able to reproduce the diversity of                           
individuals. Using names such as Einstein and Edison, Friedman states that                     
individual genius has “never come from centralized government” (Friedman,                 
1962:11). Friedman’s point of view while looking at the government of the early                         
sixties when he wrote ​Capitalism and Freedom​, was that the uniformity created by                         
the government into different contexts such as education or housing was a brake to                           
the individual possibilities and that “in the process, government would replace                     
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 progress by stagnation” (Friedman,1962:12). The rest of the introduction is here to                       
put a name on the doctrine that Friedman is about to present in the following                             
chapters, as he does with this sentence, “It is extremely convenient to have a label                             
for the political and economic viewpoint elaborated in this book. The rightful and                         
proper label is liberalism” (Friedman,1962:12). As we can see Friedman is using                       
liberalism and not neoliberalism as our research paper focuses on, but it can be                           
explained by the fact that the term was popularized later than the publication of this                             
book. Before going to the following chapters Friedman explains briefly his definition                       
of liberalism, as we presented it in our previous chapter. 
We will now look at the first chapter of the book, called ‘The Relation Between                             
Economic Freedom and Political Freedom’. The first statement of Friedman in this                       
chapter is that a socialist society cannot guarantee freedom to every citizen and thus                           
cannot be called a democracy. Here Friedman mentions two concepts; socialism and                       
the democracy, which are important, considering the fact that these concepts                     
evolved through time and might not be perceived in the same way through time and                             
space. We can assume that Friedman uses these terms referring to the world he is                             
involved in at this time, in 1962, and that his statements reflect the American vision                             
of each of them. Friedman later gives the two main reasons why the collaboration                           
between government and private enterprises leads to a free society. First because                       
economic freedom itself is part of freedom as a broad concept, but also because                           
economic freedom leads to political freedom. Friedman is coming back on the                       
decentralization of the powers a bit later in the book and advances that a system like                               
“competitive capitalism” is a great medium to freedom since it includes economic                       
freedom in itself but also because the political and economic power are separated in                           
a capitalist system and that “in this way enables the one to offset the other”                             
(Friedman,1962:16). 
Even if, as mentioned in the paragraph before, we have to take in                         
consideration the fact that Friedman’s vision is influenced by the context he lived in,                           
he used history to prove his point. We can stop to this sentence first, “the typical                               
state of mankind is tyranny, servitude, and misery” (Friedman,1962:16), here                   
Friedman makes a statement based on historical knowledge to prove his point on the                           
link between political and economic freedom, taking as example of the exception of                         
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 the Western world of the nineteenth and early twentieth century. But as according to                           
him, capitalism is described as “a necessary condition” (Friedman,1962:17) to reach                     
political freedom, it is also not a sufficient one, the examples of fascist Spain and                             
nazi Germany speak for themselves. 
This is where Friedman reaches out to the founders of                   
liberalism/neoliberalism, arguing that the threat to individual freedom pushed them to                     
create a movement that would balance equally political, economic and individual                     
freedom. 
  
4.4 ­ Neoliberalism as an Ideology 
 
If we briefly evoke a form of thinking inspired by Marx, we suggest that the                             
working class or proletariat are subjugated by birth into a society where the ruling                           
ideas are the ideas of the ruling class. It is therefore important to consider how ruling                               
ideas, particularly in this case the ideology of neoliberalism, has pervasively and                       
somewhat unconsciously through what Harvey calls ‘the construction of consent’                   
become the ruling ideology of our ever­expanding global society. In a way, it has                           
become “so embedded in common sense as to be taken for granted and not open to                               
question” (Harvey, 2005: 5).  
Therefore we must consider some of the different sociological and ideological                     
aspects of neoliberalism and how they influence our society as separate processes                       
but when observed in combination as a sociological mindset (such as consumerism),                       
individual thought (identification through status) and in combination, the actions of                     
the two fashion a climate of ‘neoliberal culture’ (Ventura, 2012). 
One of the underlying concepts of neoliberalism are the ideas of liberty and                         
freedom which are terms that are often used synonymously, though there are some                         
distinct differences. Liberty refers to freedoms within society and structures, an                     
example would be civil liberties. On the other hand, freedom can be thought of as the                               
natural abilities of humans to think, speak and act without influence or coercion. 
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 For the development of neoliberal ideology, we will start with a discussion of                         
the ways in which the terms free and freedom are used in political­economical                         
rhetoric and propaganda to instill the neoliberal ideology. This is especially true in                         
the case of the United States (US). The importance of the influence these two words                             
have on shaping public opinion as well as political and economic policies is also                           
acknowledged in the writings of David Harvey and Patricia Ventura. Both writers                       
exemplify two separate speech occasions by George W. Bush in regards to the                         
terror attacks on September 11th in which he lays significant importance on the                         
‘attack of freedom’. The word has seemingly become so psychologically embedded                     
in the psyche of generations of Americans, that the word ‘freedom’ “resonates so                         
widely within the common­sense understanding of Americans that it becomes ‘a                     
button that elites can press to open the door to the masses’ to justify almost                             
anything” (Harvey, 2005: 39). An example might be the surge of public support to                           
invade Afghanistan and later Iraq after the speeches Bush made in regards to the                           
September 11th attacks in 2001, where the word ‘freedom’ was used heavily.   
It is important to consider how on the macro level freedom can not be used                             
as a tool for creating substantial political action without first the micro level being                           
influenced. 
Ventura uses the statement “governed through freedom” (Ventura, 2012) to                   
describe the ways in which individuals can be seen as actors in the neoliberal                           
system by exercising their ‘freedom’ in a global capitalist­market society by deciding                       
when and what they buy. Ventura states, “considered as a means of control, we see                             
that people are governed through their freedom­­ encouraged, educated, and                   
hounded into using their autonomy in ways that bind them to the market” (Ventura,                           
2012: 4).  
One might wonder what it is to be governed, here we use a quote that seems                               
fitting by Michel Foucault in his writings of Subject and Power, “To govern, in this                             
sense, is to structure the possible field of action of others” (Foucault 1982: 221). Let                             
us now consider how the market plays into this ‘governance through freedom’. 
Much of Friedman’s work glorified the power of a ‘free market’. How can the                           
concepts of a market or trade be ‘free’ if they are not an organic being? In this case it                                     
is the main agents within the global market system that want to liberalize or free the                               
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 market. These agents are namely corporations and other beneficiaries that can                     
capitalize or monopolize from free trade and a free market. In the US, corporations                           
have been granted individual rights so that they may act ‘freely’ as individuals,                         
according to law, in their best interests despite detrimental social effects. The idea of                           
freedom, which is apparently militarily defensible according to George W. Bush,                     
becomes muddled up when we start to realize that by freeing a market, we are doing                               
so in the interest of unaccountable profiteering for an elite group of corporate and                           
financial leaders. These corporations are legally considered as individuals, and by                     
freeing the market, we are allowing them larger amounts of access to the ‘freedom of                             
power’. As Chomsky says in his film, ​Requiem for the American Dream​,                       
“concentration of wealth yields concentration of power” (2015). 
Both a free market and free trade, which are staples of the neoliberal agenda,                           
are supported by political policy in the US. One example was mentioned about how                           
corporations are regarded as individual actors, another clear example is President                     
Obama’s passing of trade deals that are extremely beneficial to few. The Trans                         
Pacific Trade Partnership (TPP) means that corporations will control trade instead of                       
democratic societies and that will allow them access to about 40% of the global                           
economy (Chomsky, 2015). 
Let’s get back to our definition of freedom in which individuals may act freely                           
without influence. In order to discern the consumer as having uninfluenced “freedom”                       
one might need reflect on the mechanisms of advertising and misleading                     
representation of how, where and the consequences of globalized production and                     
trade of the products that find themselves in consumer’s local shops. From here it                           
can be suggested that an individual might not truly be “free” if they are unaware of                               
the actions and policies put in place, locally and globally, that affects and is affected                             
by their ‘consumer freedoms’ and the freedoms of all the people involved in the                           
production of purchased products.  
The point of mentioning Foucault’s definition of governance is to suggest that                       
a large percentage of individual consumer actors are unaware that ‘their possible                       
field of action’ is structured to economically benefit few and that the freedom that                           
they believe they have is merely a construct within a narrow view of reality. Many                             
consumers are likely unaware that much of the vast variety of products they find in                             
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 their local grocery store, thanks to systems such as free trade and a free market, are                               
supporting this system of growing global inequality. How can it be that people might                           
still be unaware of this? 
A possible answer to this question might be accessible when we consider                       
Emile Durkheim’s (1922) discussions in his writing ​The Nature of Education​.                     
Durkheim suggests that systems of education are set up to produce specific                       
outcomes of individuals based on certain ideals of society. Chomsky also has                       
spoken openly about ‘education as indoctrination’. Seeing as how the reduction of                       
state financial support in the public sectors of education (both in the US and Europe)                             
and the increase in the privatization of education institutions, we can apply                       
perspectives inspired by Marx and Durkheim to consider that starting at a young age                           
during school years, individuals are inoculated with certain ways of thinking within                       
the ideology of the systems in power. Yet it is not limited to political rhetoric or                               
primary education. Certain aspects of neoliberal ideology have permeated many                   
different institutions and strata of society, while remaining below the majority of                       
public consciousness yet it persists vigilantly. This could be attributed to the fact that                           
the dominant group has so strategically intertwined their interests with the basic                       
desires of common people, in which the word freedom is an example. With the                           
momentous shift towards neoliberalism around the 80s in the US, “Powerful                     
ideological influences circulated through the corporations, the media, and the                   
numerous institutions that constitute civil society––such as the universities, schools,                   
churches, and professional associations” (Harvey, 2005: 40).   
If the ideals of a neoliberal market society are one’s that extol profit at all                             
costs, even despite the suffering and poverty of over millions, yet consumers are                         
widely unaware, is it safe to assume that the systems and policies in place are set up                                 
to perpetuate unequal wealth distribution via the conformity and obedience to a                       
market system with the propaganda of ‘freedom’? Is it through the outcome of an                           
education system which prizes rote memory and obedience to authority as a national                         
standard that we can begin to understand how neoliberalism as an ideology can                         
flourish and shape policy while deceptively remaining outside the majority of                     
society’s awareness. How is the government or State involved in all this? 
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4.4.1 ­ Neoliberalism as Policies  
 
“(...) there’s been class warfare going on for the last 20 years, and my class has won. We’re 
the ones that have gotten our tax rates reduced dramatically.”  
­ Warren Buffett, 2011   7
 
The flux of neoliberal agency we are witnessing throughout the world is not                         
solely produced by the inoculation of capitalist consumer societies and their consent                       
of institutions and the systems in place. There has to be some sort of actions taken                               
through the guise of legal, political and economic policies in order for there to be                             
substantial progress and dissemination of neoliberal ideology and its transition into                     
implementation. We argue here that through increasing state reliance on                   
governmental and non­governmental partnerships, neoliberalism has ensured             
business and corporate interests by allowing access to institutionalized modes of                     
policy creation and restructuring The intimate fraternization between business,                 
corporations and the state develops a foundation in which neoliberal agents can                       
pioneer a strong presense of influence on the way the state functions and how                           
policies are created. This often means that neoliberal actors, through the camouflage                       
of the state, can “acquire a strong role in writing legislation, determining public                         
policies, and setting regulatory frameworks (which are mainly advantageous to                   
themselves)” (Harvey, 2005: 76­77). The aforementioned concepts can be realized                   
by changes during Reagan’s presidency and with the creation and implementation of                       
the Washington Consensus which we will now elaborate on. 
From a historical perspective on the ways neoliberalism can be realized as                       
policies, it is paramount that we discuss the role of Ronald Reagan’s presidential                         
regime in the 80s. Reagan is of particular interest because during his presidency, a                           
myriad of structural changes and policies were generated that were the catalyst to                         
7 The Washington Post, ​`There’s been class warfare for the last 20 years, and my class has won’, last 
accessed on 19/05/16, 
https://www.washingtonpost.com/blogs/plum­line/post/theres­been­class­warfare­for­the­last­20­years­a
nd­my­class­has­won/2011/03/03/gIQApaFbAL_blog.html 
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 the derailment of Keynesian style governing towards a shift in prioritizing monetarism                       
and financialization. After Reagan’s election, he managed to implement                 
deregulations of the business sector, which was increasingly gaining financial                   
momentum, while at the same time he mercilessly constricted labour and union                       
movements. These actions produced drastic consequences of deindustrialization               
and an increase in unemployment since the corporations could move elsewhere                     
(including to Mexico) in search of more financially beneficial labour markets to                       
capitalize on. Reagan also allowed for revisions of the top tax code which alluded to                             
a 50 percent decrease and even some corporations were able to evade paying any                           
taxes (Harvey, 2005).  
We will now take a closer look into some of the Reagan administration’s fiscal                           
policies amongst other policies that have the essence of neoliberal hegemony. We                       
will try to include comparative reflections between the essential fiscal values of                       
Reaganomics and how much in common it has with neoliberalism as an ideology.                         
These reflections will attempt to establish a connection to what is referred to as “the                             
first wave” of neoliberalism. The idea of this section is to indicate an identifiable                           
historical starting point and political formation of neoliberalism. 
What is being referred to as the "first wave” of neoliberalism and the formation                           
of it, can be traced back to the U.S. presidency of Ronald Reagan. Reagan and his                               
establishment were in power between the years 1981­1988, a time where the U.S.                         
had been ideologically combatting communism and just previously managed through                   
the 1973 oil crisis and the energy crisis that hit the country hard in 1979. The early                                 
1980s recession and stagflation of the global financial market, required a strong                       
charismatic leader, that could establish a more solid national image, resulting in the                         
former actor Ronald Reagan as the obvious choice for the majority of Americans at                           
the time (Steger & Roy, 2010: 26).   
Reagan’s presidency was full of policies that reshaped the US government                     
which set the stage for a triumphant conversion from ideals of welfare to prioritizing                           
monetarism and financialization. Harvey (2005: 51­2) writes a quote by Thomas                     
Edsall, a journalist who covered years of affairs in Washington, in regards to                         
Reagan’s policies which centered on “an across the board drive to reduce the scope                           
and content of federal regulation of industry, the environment, the workplace,                     
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 healthcare, and the relationship between buyer and seller”. This was done by                       
appointing key personnel that encompassed the interests of the business class,                     
which at that time had been establishing network connections, developing tactics to                       
retain their financial and class power. The previous quote sums up the momentous                         
changes in the US government that have the stamp of neoliberal ideals all over                           
them. 
In regards to fiscal changes, Steger and Roy (2010) talk about the idea of                           
supply­side economics as a major economic principle of the Reagan establishment,                     
an economic concept that we will now examine further. The concept of supply­side                         
economics, were originally coined and advocated by neoliberal economists such as                     
Arthur Laffer. “Supply­side economics is based upon the assumption that long­term                     
economic growth depends on freeing up the amount of capital available for private                         
investment.” (Steger & Roy, 2010:24) 
 
The Laffer Curve by Arthur Laffer, investinganswer.com 
 
The main idea of supply­side economics are bound to the economic principle                       
of the “Laffer Curve”, it is best described as a graphical illustration where the                           
increase in taxation rates will not constantly lead to an increase in taxation revenue.                           
Its major principle is when ‘tax rates approach 100%’, the curve then suggests                         
revenue will drop as citizens will have no incentive to work harder. Supply siders                           
display a single­minded dedication towards reducing taxes on private income, which                     
ultimately also increases public spending since more money will be available to the                         
average citizen. Supply­side economics in its very essence supports the ‘laissez                     
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 faire’ market belief, something we perceive to be very much in­line with                       
neoliberalism. 
Another major connection between these trickle down economic principles                 
proposed by the Reagan establishment, can also be drawn in connection with the                         
deregulation of the U.S. government influence. As we just concluded, a reduction of                         
taxation on private and corporate income, supposedly leads to less money and less                         
influence for the government, ultimately leading to a more free and self­defined                       
market. 
One area that actually saw a major increase in government spending was the                         
military, which saw an increase during the first year of the Reagan presidency.                         
(Steger and Roy, 2010:29) Reagan insisted that it was necessary for waging the                         
Cold War against the Soviet ‘Evil Empire’ and other communist aggressors around                       
the world. One could argue for the dramatic increase in military spending as a risky                             
determination to force the USSR into competing in an arms race they could hardly                           
afford. According to Steger and Roy (2010:45), ​“Reagan and Thatcher shared a                       
pronounced neoconservative impulse in foreign affairs which sometimes conflicted                 
with their neoliberal vision of establishing a single global free market.”. To this date,                           
we believe their vision of a single global market has become a reality; the rapid                             
advancement of technology in the last 20 years, has resulted in a new globalized                           
world of interconnectedness. We believe this increased interconnectedness               
combined with the current trade agreements established throughout the years, has                     
resulted in a market where assets can travel easily and unhindered without too much                           
government interference. 
“In addition, reducing taxes and increasing military expenditure – while                   
simultaneously trying to balance the budget – turned out to be inconsistent                       
objectives.” (Steger & Roy, 2010:29).  
Looking into ​Reagan Policies Gave Green Light to Red Ink (Weisman, 2004)                       
numbers indicate that, during the presidency of Reagan, the U.S. national debt had                         
grown from $997 billion to $2.85 Trillion. A growth that had now moved the U.S. from                               
being the world’s greatest creditor into being the world’s greatest debtor nation. The                         
low national income from taxes were purposely lacking in order to serve the free                           
market principles. Reagan also enacted a severe tax cut, where the reduction of the                           
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 top tax rate for individuals fell from 78 to 28 percent. The cut in income tax to the                                   
average citizen would lead to increased spending, and thus an increase on corporate                         
tax revenues to the government, while at the same time legitimizing financial elite                         
paying significantly less (or nothing at all in some cases) [Harvey, 2005]. It is evident                             
that the puzzle did not add up, the debt skyrocketed.     
The Reagan establishment came up with contentious initiatives of                 
deregulations, one in particular displays the effort that were put into the many                         
deregulations, the Savings and Loans industry. Before the deregulation, The Savings                     
and Loan industry was “regarded as a relatively secure and prudent industry, S&Ls                         
were heavily regulated while their customers’ savings accounts were insured by the                       
federal government.” (Steger & Roy,2010) The Reagan administration decided that                   
the Savings and Loans industry “needed to be given the opportunity to compete                         
more aggressively with other commercial banks and security markets.” (Steger &                     
Roy, 2010) This deregulation of state interference in a before relatively secure                       
industry, were suddenly forced out on the market in the quest for higher short term                             
profit at a far greater risk. We believe this to be yet another brilliant example of                               
neoliberal agenda in its essence, fitting their popular slogan “less is more” very well. 
According to Steger & Roy, probably the most memorable initiative by the                       
Reagan administration, was the expanding on his predecessor Jimmy Carter and his                       
Airline Deregulation Act of 1978, “effectively eviscerating the regulatory power of the                       
civil aeronautics board, the legislation would later promote competitive bidding for                     
route destinations.” The results of this had two sides to it, on one hand, it expanded                               
the airline services and boosted the competition, on the other hand, it increased the                           
air traffic while federal funding for infrastructure became nearly non existing. “The                       
existing resources were bedraggled and air traffic controllers became overwhelmed                   
and overworked.” (2010:33) The legislation of this act would prove to collide into one                           
of the most memorable labor union to government conflicts ever to happen. The                         
“Professional Air Traffic Controllers Association” had since the implementation of the                     
act in 1978 worked under deteriorating working conditions, that had now lead up to a                             
large­scale national strike. “Reagan found the union demands “radical” and                   
proceeded to fire 11,000 employees.” Steger & Roy continually argue “The                     
president’s drastic anti­labour measure had its intended effect: it frightened many                     
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 unions into accepting the business­oriented imperatives of this new neoliberal era”                     
(Steger & Roy, 2010:34). With the deregulation of business sectors, yet an                       
oppressive regulatory powerhold on unions, Reagan signaled that unions were no                     
longer supported nor were they welcome to the inner circle of government. This had                           
tremendous public effects and for businesses which, since they were free from                       
regulations, could outsource and find new labour markets by transferring their                     
industry to non­unionized areas, both domestically and internationally. This                 
contributed largely to deindustrialization which in consequence sparked a huge                   
increase in unemployment, further progressing the the accumulation of wealth and                     
power up the ladder.  
We have now proposed a look into the presidency of Ronald Reagan, which                         
proved to be a significant time of change. A time where unions were put under                             
business favoring imperatives, a time where income taxation was decreased in order                       
to increase spending, creating better conditions for corporations to thrive.                   
Furthermore, it was an era of government deregulation and spending, where only the                         
military saw an increase in growth. The overall economic inequality between rich and                         
poor rose and the overall quality of public infrastructure was left to the competitive                           
forces of the free market, which has resulted in high income inequality in the U.S.                             
(See: Table 1 in appendix). With this concluded, Reagan and his administration are                         
in our belief to be conceived as the articulators and advocators of this 1980s “first                             
wave” neoliberalism.  
 
 
Through the span of the 1980s, while the set of (mainly economic) policies                         
known as “Reaganomics” was being established in the United States, the IMF (as                         
well as the WB) began implementing ideas that described the school of thought of                           
the economists and politicians that arose in Washington near the end of the 70s.                           
Those ideas have been expressed in Williamson’s document, named ​The                   
Washington Consensus​. The Consensus describes an array of financial reforms that                     
were to be undertaken by countries with significant outstanding debts or poor                       
economies in general, in order to strengthen their financial status and increase their                         
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 competitiveness in the world market (and is usually implemented in the wake of a                           
financial crisis).   
In the original version of the Washington Consensus (Williamson, 1990), the set of 
policy reforms that are promoted as economy boosters and the best way to enter the 
global market for low­income countries, appear as such: 
 
• Fiscal discipline 
• A redirection of public expenditure priorities toward fields offering both high 
economic returns and the potential to improve income distribution, such as primary 
health care, primary education, and infrastructure  
• Tax reform (to lower marginal rates and broaden the tax base)  
• Interest rate liberalization  
• A competitive exchange rate  
• Trade liberalization  
• Liberalization of inflows of foreign direct investment  
• Privatization  
• Deregulation (to abolish barriers to entry and exit)  
• Secure property rights   
                                       (Williamson, 1990) 
 
The links between the IMF’s promoted policies as well as the demanded                       
reforms towards the borrowing countries, and the ideas that appeared in the                       
Washington Consensus, are not difficult to draw. Just by looking at the institution’s                         
official website, we see under the descriptions of the institution, phrases that follow                         
the exact same principals.  
In a later paper, while discussing the role of the Washington Consensus ideas                         
within the World Bank, Williamson mentions: “[...] a term that many people in the                           
Bank regard as providing a useful summary of the advice the Bank dispenses”                         
(Williamson, 2000:258). With the facts gathered, it is safe to say that the same goes                             
for the sister organization, the IMF. He also mentions that the Consensus was “an                           
attempt to distill which of the policy initiatives that had emanated from Washington                         
during the years of conservative ideology had won inclusion in the intellectual                       
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 mainstream rather than being cast aside once Ronald Reagan was no longer on the                           
political scene.” (Williamson, 2000:254). This makes it ever more clear for us to see                           
how the economic current of free market trade had evaporated into the multilateral                         
financial institutions.  
Williamson continues to highlight a couple more key points on the relation of                         
the Consensus to the monetary institutions. First, he writes that the Consensus was                         
not meant to be taken as a sound economic structure ready to be implemented                           
everywhere in the world at any given time, but that it represents a set of reforms that                                 
were thought to be suited for the economies of Latin­American countries at the                         
specific time frame of the mid 80s to early 90s. However he carries on to say that the                                   
consensus would not have been much different if he had undertaken the same task                           
for a different market, as it was a popular opinion among economists, and lead many                             
to “interpret the Washington Consensus as a policy manifesto that its adherents                       
supposedly believed to be valid for all places and at all times” (Williamson,                         
2000:255). In the following paragraphs we will make a case on why these                         
“adherents” that Williamson mentions, being the monetary organizations and in our                     
spectrum the IMF, as history proves, had in fact stayed faithful to the Consensus in                             
the form of a global economic manifesto. Second, Williamson differentiates his                     
beliefs from the practises of the monetary organizations in the matter of capital flow                           
liberalization. As he writes, and as we can see on the list of reforms in the original                                 
Consensus, it was never part of his suggestions, “I would argue that the policies                           
these institutions advocated in the 1990s (he mentions the U.S. Treasury, the                       
Federal Reserve Board, the International Monetary Fund, and the World Bank) were                       
inimical to the cause of poverty reduction in emerging markets in at least one                           
respect: their advocacy of capital account liberalization” (Williamson, 2000:257).                 
More importantly, he believes that such parameters would have tragic consequences                     
on economic growth. For example, he concludes that they represent, in his words,                         
the “the main cause of the contagion” that spread the East Asian Crisis (1997)                           
beyond Thailand and crippled the economic growth of the whole region. And in a                           
lecture in 2004, mentions that “the first experiences in applying it, in the Southern                           
Cone in the late 1970s, had been disastrous” (Williamson, 2004:6). He also sees                         8
8 Paraphrasing South America 
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 that, capital account liberalization “along with the bipolar exchange rate regime, this                       
seems to me to be one of the key respects in which the second concept of the                                 
Washington Consensus—as the conventional wisdom of the Bretton Woods                 
institutions—came to differ from the first concept—my original list” (Williamson,                   
2004:6) and judges that his own formulations were a much better remedy for growth                           
than the additions made to by IMF. Then why are the lending organizations still                           
promoting them? To answer that we will discuss the way that the US utilizes the IMF                               
to implement structural changes in debtor countries for the benefit of financial                       
interests (section 5.3). 
A comtemporary case for realizing the role of corporate interest through US                       
state policies is the economic crash in 2008 where American banks were to be                           
‘bailed out’ temporarily with taxpayer’s money, where it was only passed on the basis                           
that the bailout would also reduce the amount of avoidable foreclosures. The                       
program was even named Troubled Asset Relief Program (TARP) and on paper it                         
was meant to help the banks and struggling homeowners by which the US Treasury                           
would purchase $700 billion of troubled assets from the banks while they could then                           
balance their finances and struggling homeowners could remain in their homes.                     
Instead, only days after TARP was passed, half of the money was directly invested                           
into banks (Blinder, 2009). After half of the money was invested into corporations, a                           
few congressional actors immediately sponsored a bill to cancel the remaining half of                         
the funding, yet with more deceptions of transparency, restrictions and welfare,                     
TARP continued. Former chief economist and senior vice president of the World                       
Bank, Joseph Stiglitz writes, “​The Bush administration decided against exercising                   
any control over the recipients of massive amounts of taxpayer money, claiming that                         
to do so would interfere with the workings of a free market economy” (Stiglitz,                           
2010:64). 
This is the type of distortions and policies that are passed that allow us to                             
better understand how it is possible that a country like the US, considered one of the                               
wealthiest nations, has one of the most severe divisions of wealth. A country where                           
only the top one percent of the population received about 20 percent of the national                             
income in the year 2000 (Fullbrook, 2012). It becomes even more palpable when we                           
take a look at the list of Goldman Sachs affiliates that have been appointed to key                               
36 
 positions in the US’s political administration (see section 5.3 for some names) or                         
other state administration actors that are in collaboration with Goldman Sachs                     9
(Fulbrook, 2012). 
These are two examples of the way in which the neoliberal ideology becomes                         
actualized through political action by means of policies both on a national and an                           
international level. We will discuss later the role of the US’s involvement in the IMF                             
and the way it uses policies to further the reach of neoliberal ideology into other                             
countries involved in the global economic system, in which we take Mexico as a case                             
study.  
 
4.4.2  Neoliberalism as Governance 
 
We are living during a time where, if you are aware, you can witness a rapid                               
transformation of the role of the state in which there is a shift of government to                               
governance. Governance refers to “the role of the nation state, in the process of                           
policy making and policy delivery, and in the nature of power and influence in the                             
public policy system” (Newman, 2005: 2). Where if you scrutinize closely, you will                         
notice a remodelling of the state of which non­governmental and corporate entities                       
are intertwining their interests into the way that policies are created and followed                         
through on. This is not limited to the United States but is also phenomenon                           
happening at a supranational level to an unprecedented degree which we will argue                         
later with our case study of Mexico in section 6. This interconnectivity renders the                           
state as a tool through which non­governmental agents may systematically reform                     
and implement profitable changes for themselves and other beneficiaries. The state                     
has become reduced to an instrument for maintaining the integrity of money, a                         
protector of neoliberalism’s precious ‘free market’ system and an overseer with the                       
duty to manage populations, even using violent military force if necessary. Davies                       
references a quote by Janet Newman in which she proposes that “we are witnessing                           
a shift from government (through direct control) to governance (through steering,                     
9 Here is a list with names, relation to Goldman Sachs and their administrative roles (pg 150­151):  
http://sttpml.org/wp­content/uploads/2014/06/Fullbrook59PolEconBubbles.pdf 
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 influencing, and collaborating with multiple actors in a dispersed system)” (Davies,                     
2011:13). 
The increase in networking between governmental and non­governmental, or                 
public­private, state­corporate, allows for an exclusionary form of governance where                   
the multi­tiered connection is a form of power, hegemonic in nature because                       
transparency is limited as well as the public’s ability to make changes is depleting                           
and their opposition attempts are often (violently) squandered. In regards to the case                         
study of Mexico which we will discuss later, Davies writes “In Mexico                       
Guarneros­Meza found that governance networks institutionalize elite governance               
and, at the same time that the governmentalization of these exclusionary                     
mechanisms make [the] premise of self­governing irrelevant” (Davies, 2011:59). 
The assimilation of corporate interest in the state is partially maintained by a                         
network of corporate and political elites who benefit from the rotation of the ‘revolving                           
door’ in which political elites are offered lucrative jobs or incentives by corporations,                         
or corporate agents can lobby or buy their way into state positions. We will discuss                             
later about the ways the US government uses the revolving door in relation to the                             
IMF, where the US Treasurer is also appointed as the state’s representative in the                           
IMF (section 5.3). This connected or networked power is also self­reproducing                     
because governmental and non­governmental agents can organize mechanisms that                 
allow them to manage, maintain, and regulate using systematic and ideological                     
strategies within the framework of the state. These examples provide an explanation                       
of how government is being contaminated into a form of governance.  
This institutionalized marriage between government and financial elite on a                   
state or global scale, manufactures rampant marketization, financialization and                 
neoliberal fundamentalism of the market. Social and wealth equality in neoliberal                     
ideology is placed into the hands of the ‘free market’, where the state must protect                             
the market at all costs, revealing a contradiction. The state can not fully serve the                             
interests of both it’s people and the money/power hungry financial elites.  
Power is becoming more dispersed through increasingly networked systems                 
and institutions. It is hard to sift through the disorganized mess of causal relations in                             
regard to major social issues such as poverty, unemployment, etc. As Harvey                       
(2005:78) puts it, there has been a “radical reconfiguration of state institutions and                         
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 practices (particularly with respect to the balance between coercion and consent..)”.                     
On an individual level, many of us may be cooperative and complicit in this coercive                             
system that mechanizes inequality through increasing the division between rich and                     
poor, where the upper and elite class have the resources to institutionalize and                         
implement policies in their interests. One of the other reasons neoliberal ideology                       
may propagate might have to do with the disposition, or mind state of individuals                           
within neoliberal states. Here we propose that governance is not only an external                         
phenomenon limited to state and corporate actions but may also be linked to the                           
ways in which ideologies permeate into the psyche of individuals and influence the                         
way we think and act, or use our ‘freedoms’ ­­ arguably a form of ‘governmentality’.                             
Governmentality is comprehensively the mediation between power and subjectivity                 
(Lemke, 2011:3). The concept of governmentality allows us to consider how                     
neoliberalism isn’t simply operational “as a negative force either wielded by the state                         
or reshaping the state itself in the interest of global forces, but through the way we                               
are implicated in all manner of practices that enjoin us to exercise certain forms of                             
freedom” (Larner & Walters, 2004:4). 
Paramount to the neoliberal ideology are the concepts of competition and                     
individualization. The type of individualization that is heralded within neoliberal                   
ideology is an extreme form of individualization where we are seen as personal                         
entrepreneurs who must creatively, intellectually, financially compete with one                 
another in this scarcity driven society. This in some way can be attributed to a form                               
of individual self­governance, mediated by a governmentality, where most individuals                   
are generally preoccupied in mind and body, attempting to accumulate the skills and                         
intellect to gain a competitive advantage, bound to different forms of market where a                           
majority have little else to sell other than their labour power (Davies, 2011).  
The concepts of governance and governmentality are extraordinarily complex                 
and can not be reduced to a brief discussion of a few components because they are                               
multifaceted phenomena. However, they are vital to reflect upon when attempting to                       
comprehend the role neoliberalism plays in our increasingly networked and shared                     
global reality. This reductionist approach of explaining neoliberalism and the forms it                       
takes (ideological, political through policies, and hegemonic through governance) is                   
meant to give a taste of the complexities of neoliberalism and its interwoven nature.                           
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 This will help inspire thought about neoliberalism’s pervasive proficiency from the                     
seedlings of framing individual agency through certain consumer ‘freedoms’ (or                   
restrictions and lack of freedoms) to the way the US influences the IMF which uses                             
the Washington Consensus to further spread neoliberal hegemony, particularly in                   
which we will later argue the case of Mexico.  
 
 4.5 ­ Historical Institutionalism  
In this section, we will go more into depth with the various contributive                         
components that adds to institutionalism as a concept of approach. This section will                         
furthermore be concerned with historical institutionalism as a theoretical frame for                     
our work and analysis of the non­governmental organization IMF. Our main                     
assumptions regarding this theory and this section will be based on the work of more                             
influential researchers within the field of comparative politics and institutionalism,                   
Sven Steinmo, Kathleen Thelen and Frank Longstreth. We will look into their work                         
Structuring Politics: Historical Institutionalism in Comparative Analysis ​(Steinmo,               
Thelen & Longstreth, 1992) and ​Approaches in the Social Sciences with a focus on                           
Steinmo’s chapter 7 “What is Historical Institutionalism” (Steinmo, 2008). These                   
sources will display the core foundation for our theoretical perception of this concept.                         
It is of our belief that institutionalism will serve as a catalyst for our case study and as                                   
an underpinning component for our approach on the analysis of IMF. 
Steinmo states, “Historical institutionalism is neither a particular theory nor a                     
specific method. It is best understood as an approach to studying politics.” (Steinmo,                         
2008:150) ​With Steinmo concluding historical institutionalism as not being a direct                     
theory nor a method, what are then the characteristics of this approach? Can we                           
even fit this into our theory chapter? We say yes, historical institutionalism may not                           
be a theoretical concept, but it adds an academic frame with certain variables, that                           
we believe adds a degree of academic quality we find essential, we would therefore                           
rather label it as a method of approach. 
Before we dive into the aspects of this approach, let us first look at the origins                               
of institutionalism. Steinmo suggests that the origins of this approach and                     
40 
 institutionalism as a genre can be traced back all the way to “Plato and Aristotle to                               
Locke, Hobbes and James Madison long ago understood the importance of political                       
institutions for structuring political behaviour.” It is then further argued “Aristotle’s                     
Politics continues the study of political institutions: he specifically examined                   
institutional structures because he believed they shaped political incentives and                   
normative values” (Steinmo, 2008:151). Although neither Plato nor Aristotle were to                     
be considered political theorists, one can interpret many of their texts as if they were.                             
Institutionalism as a field has as well as many other been shaped and redefined                           
throughout time and finally within the last 100 years, been growing with social                         
sciences as an academic field and become its own niche within political science.                         
(Steinmo, 2008:156­157). Steinmo states that institutionalism as a genre has                   
evolved through time, it can now be divided into three distinctive methods of                         
approach “There are at least three types of institutional analysis in the social                         
sciences today: rational choice, sociological institutionalism and historical               
institutionalism” (Steinmo, 2008:162). One could then further argue for the existence                     
of economic institutionalism and the separation between old school and new                     
institutionalism. Steinmo states that the easiest way to perceive this, is to look at                           
“where they differ is over their understanding of the nature of the beings whose                           
actions or behaviour is being structured”. With historical institutionalism being our                     
focus point in this chapter, what are then the distinctive features of this approach?                           
Steinmo states that “a historical institutionalist does not believe that humans are                       
simple rule followers or that they are simply strategic actors who use rules to                           
maximize their interests.”(Steinmo, 2008:163) What we derive from Steinmo is rather                     
why a certain choice was made and/or why a certain outcome occurred. In all                           
likelihood, one could then get the idea that any major political outcome is best                           
assumed as a product of both rule following and interest maximizing. 
 
As a concept, historical institutionalism belongs to the field of comparative                     
politics, a field we cannot avoid to touch upon both directly and indirectly in this                             
paper. Thus, not being a theoretical focus point of ours, it will be indirectly present a                               
couple of times during this paper, especially when trying to illuminate the connection                         
between key individuals, events and ideas in the development of the neoliberal                       
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 ideology, the IMF and Mexico. Even as a standalone concept, we acknowledge that                         
institutionalism itself, cannot be extracted from the field of comparative politics                     
(Steinmo, Thelen & Longstreth, 1992:1). We intend to stray away from a theoretical                         
focus point of comparative politics and instead look at the features that historical                         
institutionalism exclusively adds to our research paper and our approach to the IMF.                         
We have chosen this path, because we believe that excluding comparative theory                       
will strengthen the quality, coherence and focus of our intentions with this paper. 
As aforementioned, the approach belongs to the field of comparative politics,                     
featuring a comparative approach and as the name suggests; a historical                     
perspective. Our approach of looking into the historical perspective of the IMF and at                           
the same time underpin it with a case study, makes us fall into the category of                               
Historical Institutionalism. The essence of this approach is to look at “how institutions                         
shape political behavior” (Steinmo, 2008:151), the approach on the IMF will therefore                       
entail Social, Political, Economic behavior and change through time. According to                     
Steinmo, “what is implicit but crucial in this and most other conceptions of historical                           
institutionalism is that institutions constrain and refract politics but they are never the                         
sole “cause” of outcomes… Instead they point to the ways that institutions structure                         
these battles and in so doing, influence their outcomes.” (Steinmo, Thelen &                       
Longstreth, 1992:3) The citation here is from a part that argues the role of institutions                             
as a phenomenon in a global political scene, institutions are to be perceived as                           
agents executing actions of certain interest, for certain interest groups, whether it is                         
political or strict economic interests. It is important to note that institutions can also                           
play a huge role in shaping public opinion and as put by Steinmo “structure battles”.                             
Due to our interest in the implementation aspects of neoliberalism, this is of course a                             
major focus point of our paper. 
We believe Historical Institutionalism adds a chronological and systematic                 
overview of institutions, featuring socio­political and economic variables that adds to                     
a better understanding of IMF as an institution. We have during the writing of this                             
research paper been very much in doubt regarding what institutional approach we                       
were following, but the chronological aspect historical institutionalism contributes                 
with, adds to what we believe to be a more refined and complete overview of the                               
International Monetary Fund that we sought. Historical institutionalism will aid the                     
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 analysis and add a more polished academic quality that we felt was a necessary                           
display in the research paper. 
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  5 ­ The International Monetary Fund  
 
As a lender of last resort, the International Monetary Fund (IMF) plays a major                           
role in the forming of global financial policies and thereby also in the rules that                             
govern society not only on a national, but also supranational level. As expressed by                           
Oatley and Yackee (2004) IMF “is one of the most important international                       
organizations in the contemporary international system”, which renders it important                   
to put the organization under severe scrutiny. 
The IMF does not finance development projects (as the World Bank does),                       
which leaves its main purpose being to act as ‘savior’ when countries or regions find                             
themselves facing severe financial problems. Not to go unmentioned, the IMF does                       
serve a preventive role too, as they oversee financial stability, but as we will show                             
later and as former chief economist of the World Bank, Joseph Stiglitz (2002:14)                         
argues “the IMF was created to promote global economic stability, some of its                         
policies actually contributed to instability”. 
In this part of the research paper, we will start by outlining some of the                             
criticism that has been aimed towards towards the Fund as this serves as pertinent                           
background knowledge when reading through our analysis of how the institution has                       
evolved. From that we will go on to an explanation of the official overall aims, policies                               
and guidelines of the IMF and move on to analyzing the history of the IMF,                             
conceptualizing it with the use of Sven Steinmo and Kathleen Thelen’s work on                         
historical institutionalism. This analysis from a historical perspective will not include                     
all the major events and ideas that has shaped the IMF, but rather the ones that we                                 
judge to have carried major influence on the contemporary configuration of the IMF                         
and its policies as well as U.S. power in the IMF and its influence on our case study                                   
of Mexico. After applying the historical institutionalist approach, we will build a case                         
arguing that the IMF’s actions are not directly aligned with its official policies as                           
stated on its website. We will then propose and argue the case that the US uses the                                 
IMF in part for its search to establish world hegemony on its own premises. We will                               
support that claim by explaining how the US held great power in the forming of the                               
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 IMF, it’s conditionality agreements and SAP’s (Structural Adjustment Programs ),                 10
but also the fact that the US has held great interest in the loans granted by the IMF                                   
and the implementation of IMF measures in various countries. 
  
5.1 ­ Criticism Towards the Fund 
 
“My conception of freedom. — The value of a thing sometimes does not lie in that which one                                   
attains by it, but in what one pays for it — what it costs us. Liberal institutions cease to be                                       
liberal as soon as they are attained: later on, there are no worse and no more thorough                                 
injurers of freedom than liberal institutions.” 
― Friedrich Nietzsche, Twilight of the Idols  
 
Numerous discussions have been ongoing between economists and analysts                 
around the Structural Adjustment Programmes the IMF deals through its lending                     
programs, since the beginning of the “neoliberal era” and are still today a matter of                             
controversy in the economic society. Many of those who argue that the SAPs the                           
IMF demands, as historical examples can prove in many cases, mostly turn things                         
for the worse for the majority of the population, while offering flexibility and economic                           
growth to the upper class and foreign investors and not being able to solve any of                               
the underlying causes that lead to the crises in the first place. Joseph Stiglitz, former                             
chief economist of the World Bank who has time and time again criticised the IMF,                             
writes in one of his papers, about those who oppose the IMF route, “​they'll say the                               
IMF's economic "remedies" often make things worse­­turning slowdowns into                 
recessions and recessions into depressions. And they'll have a point. I was chief                         
economist at the World Bank from 1996 until last November, during the gravest                         
global economic crisis in a half­century. I saw how the IMF, in tandem with the U.S.                               
Treasury Department, responded. And I was appalled.”​ (Stiglitz, 2000). 
10 ​According to the World Health Organization, 
(​http://www.who.int/trade/glossary/story084/en/​ ) Structural Adjustment Programmes 
are ​a set of economic policies for developing countries that have been promoted by 
the World Bank and International Monetary Fund (IMF) since the early 1980s by the 
provision of loans conditional on the adoption of such policies. 
45 
 The criticism towards the IMF is directed mainly in three different aspects.                       
One being the way that it is managed and how the decisions are taken, widely                             
favoring the leading countries, also known as the creditors of the Fund. Secondly,                         
the Structural Adjustment Programs themselves, on the social consequences that                   
the SAPs deliver, their overall effectiveness, and the fact that the IMF prescribes the                           
same ‘medicine’ for each case, even though many oppose this universal treatment,                       
warning that every case should be treated according to its own, unique                       
socio­economic environment. And third, the moral hazard of the institution’s                   
practices. The latter has to do mainly with the issues of financial bailouts of banks,                             
the compromises in the national sovereignty of the debtor governments, who are                       
pressured to apply reforms without being part of the planning, the moral issue of                           
conducting business with dictators in the more general sense and more. 
Even though we would like for our focus in this paper to fall more into the                               
implementation tactics of these measures and the forces that support them, rather                       
than the effects or consequences that they often bring, it is still important to discuss                             
these effects in some detail. That is because we deem that it is essential for the                               
reader to understand how the reforms translate from a static economic language to                         
the social environment in an entire country. 
 
5.1.1 Moral Hazard: Use of Taxpayers’ Funds and Safety­Net Lending 
 
As economist C. Randall Henning points out, moral hazard has been one of                         11
the strongest points of criticism against the Fund’s practices. Many of its opponents                         
suggest that it enforces recklessness on the part of private creditors when lending as                           
well as on the part of borrowers when seeking financial aid, as it creates a safe­fall                               
cushion in the form of bailouts. Moreover, the use of taxpayers’ money to rescue                           
financial institutions of the private sector has, on its own, raised many serious                         
questions among scholars and critics. They suggest that the public sector should not                         
be called to bear the consequences of risky and reckless investments undertaken by                         
11 http://www.iie.com/publications/pb/pb09­12.pdf 
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 private institutions. As we will present, in many cases of IMF lending, the                         
government had indeed borrowed money from the Fund, which is by default                       
taxpayer’s money from all the country members, and delivered it directly to bank                         
creditors and shareholders to accommodate banks’ financial instability. Even more,                   
the structural adjustment programs that follow demand further belt­tightening                 
measures that mainly affect the middle and low­income public. Following these                     
policies then, brings a double burden to the taxpayers. On the first layer, they are the                               
ones, effectively and essentially, who finance the bailout of banks, and on the                         
second layer, they are the ones who have to endure the austerity measures. But how                             
is something like that legitimized, what is the logic behind (implicitly or explicitly)                         
subsidizing banks? In their book “​Too Big to Fail III​”(2015), Andreas Dombret and                         
Patrick S. Kenadjian inform us of what the explanations might be. As they state, the                             
argument goes as such: shareholders and creditors must be protected because they                       
represent the only way to stabilize and recover the economy after a crisis hits, which                             
is only achievable if they are able to resume lending. Since banks and especially the                             
larger ones “have the unique ability, incentive and expertise to lend” (Dombret and                         
Kenadjian, 2015) and are perceived to be of the utmost importance to the financial                           
system that the government simply cannot afford to allow their collapse. The authors                         
continue to explain that in fact, bank bankruptcies can carry significantly larger social                         
than private cost. That stands true as for three main reasons. First the fact that it                               
affects uninformed depositors with no means of assessing the potential risks,                     
second, a bankruptcy would mean the loss of the proprietary knowledge of the                         
bank’s customers, and third, it would increase the risk of financial panic spread by                           
‘contagion’ effect. Even though the necessity of lender of last resort institutions is                         
recognized, an argument can be made that this ‘safety­net’ should not extend to                         
creditors and shareholders.  
 
5.1.2 Issues of Sovereignty  
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 The Fund’s purpose of creation was to focus on member states' balance of                         
payments, exchange rates, and exchange controls, while matters of domestic policy                     
and financial priorities did not originally fall under its responsibilities. Gradually                     
though, after the conditions of the Bretton Woods agreement had been abandoned in                         
the 70s with the withdrawal of the US dollar standard and the international                         
community changing its preference to floating exchange rates, the Fund’s original                     
cause ceased to exist. In the period between the 70s to early 90s, while floating                             
exchange rates were still desirable, the transformation of the Fund’s role and                       
objectives takes place. Since there was no need of overlooking and assisting in                         
balance of payments or maintaining exchange rates, the Fund shifted its focus                       
almost exclusively towards developing countries and assumed the role of a last                       
resort lending organization, now focused on assisting crisis­stricken states. Scholars                   
report that in this period, even though the Fund’s role fundamentally changed,                       
focusing on developing countries did not have any significant impact on its views as                           
to the causes and solutions to financial difficulties. Through examples like the                       
Mexican debt crisis in 1982, we see that structural reforms were not part of the                             
Fund’s initiatives and its adjustment programs were focused on the more immediate                       
measures of fiscal restraint, without the demand for the fulfillment of conditionalities                       
in order to continue lending, “adjustment programs were not supported by the                       
structural reforms that were needed to put the countries in a sustainable growth path.                           
It was not until the mid 80s that the Fund and the indebted countries together moved                               
to a more broadly based strategy of structural reform” (Boughton, 2012:19). But what                         
emerges in the lending strategies of the institution, especially in the 90s and                         
thereafter, is a very different matter. As discussed in earlier parts, it was around this                             
historical period, when the international monetary institutions find their concrete                   
position and role in the contemporary financial scene by adjusting their policies                       
according to the ideas and instructions expressed in the Washington Consensus.                     
Following this liberalizing ideological stream, we see the Fund’s lending processes                     
being dictated more and more by conditions of the Structural Adjustment Programs.                       
Evidently, the IMF’s staff has not been secretive of this fact, Michel Camdessus,                         
Managing Director of the IMF (1987­2000) clearly states: “The centerpiece of each                       
program is not a set of austerity measures to restore macroeconomic balance, but a                           
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 set of forceful, far­reaching structural reforms, to strengthen financial systems,                   
increase transparency, open markets, and in so doing, restore market confidence."  12
 
The issue that surfaces at this point, addresses the matter of national                       
sovereignty of the indebted countries over domestic policies, when the immediate                     
and absolute need for financial aid requires their submission to the SAPs conditions.                         
In the more general sense, are the IMF conditions crossing the boundaries between                         
international and domestic matters? How does it become legitimized for a financial                       
institution to set the rules and policies of nations?  
Even though this discussion can be done within a strictly legal framework,                       
concerning the board of directors’ interpretations of the Fund’s Articles of Agreement                       
that legitimize the need, use and nature of conditionalities, we would prefer to refrain                           
from that argument and, for the purpose of this study, accept that country members                           
who voluntarily join the organization, knowingly succumb to the conditionalities when                     
applying for a loan, and that these conditionalities do in fact have a stable legal                             
standpoint. Next we will shift our focus to the complications that arise for the                           
developing nations in particular. Quite simply, the problem for developing nations                     
when facing difficulties in balance of payments or battling a more extended financial                         
crisis, is that more often than not, there are no other available alternatives for                           
financial aid than the International Financial Institutions (IFIs). Moreover, in the case                       
where there are such alternatives, in order to gain access to them, a ‘seal of                             
approval’ from the IFIs is often still the main requirement. An additional point that                           
derives from this fact, is that developing countries are not in a position to negotiate                             
the terms of the SAPs equally with industrial countries. Their desperate financial                       
state acts as a catalyst to their unwillingness to accept the conditionalities, and                         
forces their governments to agree on unwanted reforms and austerity measures.                     
Professor of the London school of economics, Douglas Zormelo, after an extensive                       
analysis on the nature of national sovereignty in contemporary globalized society                     
and its gradual withdrawal in conjunction with the practices of the IFIs, concludes                         
12 ​Michel Camdessus, Address at the Council on Foreign Relations (Feb.6,1998), 
http://www.imf.org/external/np/speeches/1998/020698.htm. 
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 that: “it is valid to say that the authority to attach policy goals to loans by the IMF and                                     
the World Bank are delegated to them by the more powerful members of these                           
organisations who formed the institutions” and that “developing countries are often                     
regime takers and have no alternatives to the IFIs. The control of desperately                         
needed resources by the financial institutions and their influence over access to                       
commercial financial resources through their 'seal of approval' give them a leverage                       
over governments in the developing countries which would not be acceptable to the                         
developed countries” (Zormelo, 1996:19). Keeping this important realization in mind,                   
we could add here another, more theoretical perspective to the matter. That of                         
external intervention in domestic issues, according to the international law, as stated                       
in the United Nations charter.  
“By virtue of the principles enshrined in the Charter of the United Nations, all                           
peoples have the right to freely determine, without external interference, their                     
political status and to pursue their economic, social and cultural development, and                       
every state has the duty to respect this right in accordance with the provisions of the                               
Charter.” (2625 (XXV))   13
It seems so that external interference is ideologically contrary to the rules of                         
international relations, which consider that every state has the right to determine its                         
own political and economic structure without the involvement of other nations. We                       
cannot avoid the thought at this point that IFIs like the IMF, heavily influenced in their                               
practices by the leading countries (dominated by the US), act as a better imposer of                             
the international trends on the smaller­scale developing nations. The IFIs also serve                       
the interests of their bigger subscribers, while allowing them to stay tuned with the                           
international law, since the reforms are demanded by a multilateral organization and                       
not by a sole nation. 
In sum, the IMF’s currently given conditionalities, intend to alter the structures                       
and close every option that governments would possibly adopt in the future, that                         
might be detrimental to the international market and its policies are designed to                         
eliminate the possibilities for governments to pursue reforms that could harm what                       
financial investors consider to be their interests. 
 
13 ​http://www.un­documents.net/a25r2625.htm  
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 5.1.3 Conducting Business With Dictators  
 
In this section, our intention is to direct the reader’s attention to another                         
leading cause of criticism against the Fund, that of signing off loans to authoritarian                           
regimes. Within the framework of this study we have conducted research on                       14
numerous case examples of countries that have been undergoing neoliberal                   
transformations through the last fifty years, many of these were countries with                       
democratically elected governments of a leftist political disposition. The referred                   
examples offer a view on the similarities, the sort of course of action, that we see                               
emerge when we put these cases next to each other. What we have come to                             
conclude by investigating IMF’s relations with military regimes is that: To comply to                         
certain fiscal and financial criteria, as set by the IMF, and to be faithful to a sound                                 
economic plan for government spendings, a plan that will be continuously and                       
thoroughly monitored, seem to lose their importance when the political and strategic                       
interests of major elites are determining factors. In all those cases ­and many others­                           
it becomes obvious that certain ideologically friendly elites in these developing                     
countries have been favoured and accepted by the international monetary                   
community, supported and financed by its agent institutions like the IMF, despite                       
many depriving facts. Despite the fact that they assumed power through violent                       
military uprisings against legally and democratically elected governments, despite                 
the fact that many of these dictators have been abusing their power and influence                           
over decisions to embezzle taxpayers money and dip their hands deep into debt                         
relief funds, accumulated extreme amounts of wealth and in almost no case they                         
14 ​IMF Support to: General Augusto Pinochet’s dictatorship in Chile after the overthrow of President 
Allende ​(Valdés, 1995) 
the Brazilian military junta after the overthrow of President Joao Goulart ​(Payer, Cheryl, 1974:143­165) 
the Mobutu dictatorship in Congo (former Zaire) after the overthrow of President Patrice Lumumba                           
(Ndikumana and Boyce, 1998) 
Suharto’s militaristic regime after the overthrow of President Sukarno in Indonesia. (Elson/Robert E,                           
2001) 
Ferdinand Marcos’ martial law dictatorship of the Philippines. ​(Boyce, 1993) 
The Babangida military government of Nigeria.​ (Thomas­Emeagwali, G. 1995) 
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 were even so as questioned for their crimes against humanity and numerous                       
violations of human rights. Most of the said military coups happened against                       
governments of either socialist or socialist friendly governments that have been                     
reluctant to conform to the free market system, and even more so to these which had                               
remained in closer relations with the former Soviet Union. Even though the particular                         
historical period is profoundly described by the general west­powered doctrine to                     
overcome and eliminate Communism, during the cold war and after, atrocities like                       
those in Indonesia and Chile , can under no circumstances be allowed to become                         15
legitimized and let to perpetuate. Under no circumstances can the international                     
community succumb to local elite interests. Through the financing of such regimes,                       
with the means of multilateral institutions, these regimes become legitimized and                     
obtain international acknowledgement for their liberal feats of economic growth in                     
their regions, even though these achievements reflect only minor fractions of the                       
overall population, while unemployment and poverty skyrocket to unprecedented                 
percentages. This policy of the IFIs has not been abandoned with the fall of                           
Communism, but is still present and ongoing up to this day. Loans to Yelstin’s and                             
Putin’s Russia, to Chad under Idriss Déby, to the People’s Republic of China, to Iraq                             
under foreign occupation and the list goes on and on.  
 
 
5.2 ­ The Evolution of the International Monetary Fund:   
                        A Socio­historical Perspective 
 
The international monetary fund (IMF) is an organization aimed at overseeing                     
global financial stability and security, monitoring exchange rates and assisting                   
countries that are undergoing economic crisis, in order to ensure safe international                       
15 The CIA­backed coup in Chile, 1973, resulted in the dictatorship of General Augusto Pinochet.  
 
Army­led massacres wiped out the PKI and devastated its mass base in "one of the worst mass murders 
of the twentieth century," comparable to the atrocities of Hitler, Stalin, and Mao, the CIA reported, 
judging "the Indonesian coup" to be "certainly one of the most significant events of the twentieth century. 
(Chomsky, 1998:2) 
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 trade and the well­being of the international monetary system. It was founded at the                           
Bretton Woods conference in 1944 by forty­four country members, in an attempt to                         
stabilize and monitor the international financial scene and prevent situations like                     
those that lead the economy to the great depression and, in extension, the world to                             
two world wars. U.S. President Woodrow Wilson had tried to establish an                       
international organization for restoring world peace and prosperity in 1918 under the                       
Treaty of Versailles, but failed at creating real economic collaboration. Without clear                       
economic guidance, competitive devaluations and tariffs became key instruments in                   
securing national economies. Therefore the need for and importance of economic                     
collaboration was stressed in the wake of the World Wars and naturally the big                           
winner(s) of the war came to define the institution that were to take care of that.                               
According to Boughton (2004), Britain was dependent on American largesse, France                     
was equally powerless, and the Soviet Union was isolated, so the road for U.S.                           
influence was paved. The IMF was essentially conceived as a ‘Keynesian’                     
institution, favoring the ideology of one of its founding fathers, John Maynard                       
Keynes. Keynesianism was in practise in most of the Western world till the 70’s,                           
also became known as ‘embedded liberalism’ and favors a mix of free market/trade                         
and the freedom of nations to regulate their welfare and use it to reduce                           
unemployment. Today, 189 country members from around the globe are represented                     
in the IMF and according to most observers it now more resembles the ideas of ‘free                               
market’­policies as proposed by prominent economists such as Milton Friedman.                   
Stiglitz (2002:13) notes that "Keynes would be rolling over in his grave were he to                             
see what has happened to his child". In regard to the IMF, we encounter one of the                                 
clearest distinctions of doctrine versus reality when it comes to the ideology of                         
neoliberalism as proposed by Milton Friedman and other economists. The neoliberal                     
ideology presupposes the diminishing of state control and especially state control                     
with regards to controlling the market. This is exactly the opposite of what the IMF is                               
doing by functioning as a type of supranational government that as a prerequisite of                           
lending must receive decisive authority on the structure of the struggling country’s                       
market and to a large degree takes control of their national economies. The IMF                           
does this by forcing countries to open up to foreign investment and capital flows,                           
which naturally favours companies and countries with capital to invest, it does not                         
53 
 allow the internal market to be free. The latest clear example of this has been in                               
Greece, where opening up the market and selling out public infrastructure, has                       
resulted in massive investments by German, Russian and Chinese companies.                   16
When it comes to the IMF, which was created to secure financial stability through                           
fixed exchange rates, it may very well be argued that the power within the institution                             
to control the market actually increased with the rise of neoliberalism through the                         
80’s. We will elaborate on this later in the paper.  
All member countries share voting powers in the institution’s decisions, the                       
amount of voting power is contingent to their subscriptions to the IMF’s capital                         
(dubbed “Quotas”) and their overall position in the global economic power structure. 
 
At the Bretton Woods convention in 1944 the delegates from the Soviet Union                         
signed the Articles of Agreement, but Stalin later refused to ratify the agreement out                           
of fear that the U.S. and Western Europe would have too much control over the fund.                               
This fear must be understood in the context of the creation of the IMF, which was                               
strongly shaped by the US and UK who had already negotiated the structure of the                             
organization prior to the Bretton Woods conference (Chorev and Babb, 2009:465).                     
During the cold war the IMF in many ways functioned as an institution that by                             
connecting countries through trade and a common financial institution, were to make                       
sure (a long side with the support of anti­communist governments), that countries                       
outside of the U.S. would not be inclined to enforce communism, and that the ones                             
that did, would be held out of this beneficial organization that promoted growth and                           
stability and which showed massive success in rebuilding Europe after the World                       
Wars .   17
When the tensions between the Soviet Union and the US shaped into the                         
Cold War, Soviet’s decision not to join the IMF came to have an impact on other                               
countries such as Poland (left the IMF in 1950), Czechoslovakia (left in 1954), and                           
16 
http://europe.newsweek.com/german­russian­chinese­companies­race­buy­greek­infrastructure­327554  
http://www.dailymail.co.uk/news/article­3202393/Greek­Prime­Minister­reneges­pre­election­promise­not
­privatise­indebted­country­s­infrastructure­selling­14­airports­German­company.html  
http://fortune.com/2015/04/10/china­goes­after­greek­port/  
 
17 Along with the Marshall­plan, the World Bank, the European Payments Union and the European 
Economic Community.  
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 Cuba who left the fund shortly after Fidel Castro took power in 1959. The US blocked                               
Chinese participation in the IMF until the 1980s and several other countries around                         
China and the Soviet Union chose not to join the IMF (Boughton, 2004). What this                             
meant in practice was that the majority of what could be referred to as 2nd world                               
countries were left out of the institution, and what remained was countries with                         
extremely unequally distributed wealth and power. One nation in particular reigned                     
supreme as major winner of WWII both in terms of economic and technological                         
progress and as a major authority in the IMF: the United States. As a consequence                             
the Fund became what Boughton (2004) refers to as a “Capitalist club” dominated by                           
ideas that originated from the U.S. the United Kingdom and Australia, which                       
universities had also been the training ground for most of the Funds’ economists.  
The only conditions for countries to join the IMF in 1944 as stated by the IMF                                   
Articles of Agreement, was that the 45 members committed themselves to pegging                       
their exchange rate to the U.S. Dollar and removing barriers to currency trading. In                           
turn the U.S. guaranteed the Dollar’s convertibility to gold and the IMF would provide                           
a fund to help stabilize member countries’ national currencies. For many (especially                       
smaller) countries it must have seemed like an advantageous opportunity to                     
cooperate closely financially with the winners of WWII and the most prosperous                       
nation at the time (the U.S.). However, it made the countries participating in the                           
system dependent on and subordinate to the U.S. dollar.  
Even though only few conditions were required for membership, the whole                     
structure of IMF very much favoured developed economies and especially the U.S.                       
According to Chorev and Babb (2009) the fact that the IMF needed economic                         
resources to be able to provide loans to member countries in need, created an                           
important distinction between wealthy countries who had the capital to supply the                       
fund, and the poor countries who did not. This made the structure of the IMF look like                                 
a shareholder­controlled company where the ones who invested the most, had the                       
most to say. The quotas were assigned according to a country’s size in the world                             
economy and that resulted in the U.S. from the beginning having more than a third of                               
the voting power not only in the IMF but also the World Bank (thereby leaving the                               
U.S. as the only country with veto power in both institutions). Today the US                           
maintains its veto power with 16.72 percent of the votes in the IMF and 16.66                             
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 percent in the World Bank ­ it requires 85 percent of votes to pass agreements in                               
both institutions. By pointing out Ellen Immergut’s findings on the shaping of national                         
constitutions, Steinmo (2008) emphasizes the role of veto points as an important                       
factor in the shaping of policy in institutions. Usually the negotiations that lead to                           
national constitutions are especially centered around various interest groups that                   
hold veto power in the respective country, as the interest of these groups have to be                               
kept in mind when negotiating. Not only do these groups hold power over the final                             
decision, but they also to a large degree formulate the menu of choice, as it would                               
not make sense wasting precious time negotiating over something that bears a big                         
chance of being vetoed. Furthermore one might speculate in the more implicit power                         
that lies in having veto right, as it could show to be damaging to a group’s (or a                                   
country's’) own interests to go against a part with veto rights. 
When quotas are negotiated ­ which is at least every 5 years ­ the IMF’s                             
constant need for funding also play a crucial part in the power of the US in the                                 
institution, as 85% of the votes are required for any increase in contributions to the                             
fund, and therefore requires US approval (Woods in Foot, MacFarlane &                     
Mastanduno, 2003). As quotas decide the amount of voting power in the institution,                         
the US has also put itself in a position where it itself can decide whether or not it                                   
wants to continue having veto power, since “Any changes in quotas must be                         
approved by an 85 percent majority of the total voting power, and a member’s quota                             
cannot be changed without its consent.”   18
The veto right given to the US in the creation of the IMF and the World Bank                                 
was not the only obvious sign of the immense power the country would hold in the                               
organizations; The institutions were also set to be based in Washington, which they                         
still are (Woods in Foot, MacFarlane and Mastanduno, 2003). 
While the conditions for joining the IMF did not require much, the uneven                           
distribution of power in the institution quickly came to show in its focus. Structured as                             
a shareholder­controlled company and being in the business of lending money, any                       
(but not only) rational choice theorists (Steinmo, 2008) would tell you that it is a                             
natural outcome that capital would be issued on the terms of the lender. The U.S.                             
quickly started using its power in the institution to push policies through that forced                           
18 ​http://www.imf.org/external/np/exr/facts/quotas.htm  
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 borrowers to commit to macroeconomic reform in order to lend money (Chorev &                         
Babb, 2009:465). According to Chorev and Babb (2009) already in the late 50’s, a                           
consensus that valued strict control of inflation and structural policy reform with the                         
aim of reducing government spending and money supply had emerged within the                       
fund ­ promoted by the academic dominance of U.S. educated scholars. This                       
consensus was enforced through lending agreements known as Standby                 
Agreements and made lending from the Fund unattractive to countries who had the                         
economic capability to borrow from private institutions which did not require much at                         
the time except for interest payments. Therefore, by the 60’s, only 10% of all lending                             
by the Fund went to OECD countries .  19
The Federal Republic of Germany and Japan had joined the Fund in 1952 and                             
quickly after rose to the top of the economic ladder. From a historical institutionalist                           
perspective, these successes clearly influenced the policy­makers in the                 
administration to think that they could successfully bring capitalism and democracy                     
to former dictatorships and the like (Steinmo, 2008). However, Germany and Japan                       
joined the Fund at a time where the main idea in the IMF was that countries would                                 
go through periods being either debtors or creditors which was what happened for                         
most industrialized countries in the 50’s and 60’s (with the exception of the U.S. and                             
Germany who maintained their position as creditors). By the 1980s this had                       
changed and the Fund was divided into a group of industrialized countries that                         
maintained their position as creditors and an increasingly bigger proportion of the                       
Fund being debtors. This created a gap in interests between two consolidated                       
groups of which the creditors, being the industrialized countries and older members                       
of the Fund consequently held more power and influence in relation to the debtors                           
who were mostly developing countries (Boughton, 2004:12).  
The oil­exporting countries led by Saudi­Arabia also gained a larger percentage                       
of global capital during the 1970’s. Along with the previous rise of Germany and                           
Japan, this led to a decrease in the U.S.’ relative economic power as it saw world                               
exports drop from 22% to 12% and “its share of official international reserves drop                           
even more dramatically, from 54 percent in 1948 to 12 percent in 1978.” (Boughton,                           
2004:8). The advent of globalization and spread of financial and political power led to                           
19 In 1960, the OECD countries were 18 European countries + Canada and the U.S.  
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 collaboration between trade partners with different sets of financial policies and                     
needs and put pressure on the fixed exchange rate that had been dependent on the                             
limited supply of U.S. Dollars and its convertibility to gold. According to Boughton                         
(2004), the Vietnam War (amongst other things) led to an overvaluation of the U.S.                           
Dollar which made it impossible to guarantee its convertibility into gold. This                       
development made the Bretton Woods system of fixed exchange rates collapse in                       
1971 when Nixon introduced his New Economic Policy and effectively closed the                       
Gold Window thereby eliminating the IMF’s principal reason for existence (Chorev &                       
Babb, 2009:468). Long before this happened, an intellectual position arguing                   
against the importance of fixed exchange rates, led by Milton Friedman, had been                         
established. Friedman’s (1953) idea that floating exchange rates would not                   
necessarily be destabilizing took a long time to win influence in the IMF as it was not                                 
considered a problem worth analysis until the collapse of the Bretton Woods system.                         
After the collapse of the Bretton Woods par value system, it still took a couple of                               
years for the IMF Board of Governors to let go of the idea that a fixed exchange rate                                   
was the way to secure stability, but in 1973 they replaced it with intense surveillance                             
of member countries’ exchange rate policies, thereby guiding individual countries in                     
appropriate exchange rates (Boughton, 2004:16).  
With the removal of the Gold Standard, the function of the IMF had been                             
rendered obsolete and the U.S. turned to the G7 and G10 to foster global                           
cooperation instead. This was done “to undermine US domestic support for the                       
institution since it no longer seemed essential to US interests, and to highlight to all                             
other members and officials of the IMF that the organization’s status and role in the                             
world economy would depend upon the uses to which the United States would put                           
it.” (Woods in Foot, Macfarlane & Mastanduno, 2003:94). However, with the                     
developing country debt crisis that started in the early 80’s along with high interest                           
rates and a slowing global economy, a window opened for a new role for the IMF.                               
The possibility that developing countries would have to default on their debts to                         
private banks, of which most were from the U.S. invigorated the will to assign the                             
IMF a new role that it was judged to be most suitable for: being the central                               
coordinator of the debt owed from developing countries to private banks. For                       
developing countries this meant that they could no longer negotiate with the private                         
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 banks directly but had to enter lending agreements with the IMF beforehand (Chorev                         
and Babb, 2009:468). As mentioned earlier, loans from private banks had been more                         
advantageous as private banks did not require the same structural adjustments (or                       
basically anything besides interest) as the IMF, but now it seemed that there was no                             
way around the conditions the IMF wanted to impose. With the events of several                           
debt crises during the 80’s and 90’s that inflicted countries all over the world, the IMF                               
was brought to the forefront as the mediator between debtors and creditors. This                         
need for the IMF in conjunction with the fall of ‘communism’ made it possible for the                               
IMF to become a nearly universal institution ­ with most members joining because of                           
the need for financing in the aftermath of debt crises.  
 
As implied by the uneven distribution of voting power in the IMF, the Fund’s                           
political legitimacy is based on technocracy ­ that the Fund acts after the best                           
knowledge available. This leaves room for prominent academics (especially ones                   
within the Fund) to influence it, and according to Chorev and Babb (2009:484) “the                           
content of IMF conditionality is almost always justified with reference to the ideas of                           
economic experts”. The U.S. government had faced severe problems living up to                       
their promises during the 70’s, as the shocks of the oil crisis had affected them hard                               
(Steinmo, 2008) and with rising inflation, the new neoliberal doctrine won massive                       
grounds. As Friedrich von Hayek won the nobel prize in economics in 1974 and                           
Milton Friedman won the nobel prize in economics in 1976, the academic discourse                         
in economics was obviously changed ­ especially in the U.S. where the neoliberal                         
discourse was implemented in practice during Reagan’s presidency in the 80’s. U.S.                       
Treasury Secretary, James Baker, wanted the multilateral financial institutions to                   20
adopt the policies of the Washington Consensus and promote them to the rest of the                             
world, which he addressed in his speech at the World Bank­International Monetary                       
Fund Annual Meeting in Seoul in 1985 (Williamson, 2000:254). James Baker                     
conceived the so called “Baker Plan” as a testimony in U.S. Congress in 1986 in                             
20 Baker served as Chief of Staff (1981­1985) and U.S. Treasury Secretary (1985­1988) during the 
Reagan administration and Secretary of State (1989­1992) and Chief of Staff (1992­1993) during the 
George H.W. Bush administration.  Furthermore, he was the chief legal advisor for George W. Bush 
during the Florida recount in 2002 and has been a consultant for the scandal inflicted Enron Corporation 
and the infamous Carlyle Group.  
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 which debt refinancing by the IMF would be made conditional on market­liberalizing                       
policy reforms that would get rid of burdensome and inefficient public enterprises and                         
open up for foreign investment and trade liberalization (Chorev & Babb, 2009:469).                       
Shortly after Baker’s speech, the IMF expanded its jurisdiction dramatically with the                       
creation of SAF (the Structural Adjustment Facility) which was designed to give                       
longer­term loans on the basis of structural reforms in a given country. In 1997 ESAF                             
(the Enhanced Structural Adjustment Facility ­ the successor to SAF) was made a                         
permanent instead of a temporary facility of the IMF and became the centerpiece of                           
the IMF’s strategy to help low­income countries . This development fits well with                       21
Steinmo’s (2008:131) argument that institutional change comes about from key                   
actors that have the will and abilities to change institutions in favour of new ideas. He                               
goes on to explain that “a group or collective may agree that a particular idea is a                                 
‘good idea’ if they agree that there is a problem that needs solving, and they agree                               
that this idea might actually solve the problem. Seen in this way, ideas are not                             
‘irrational’, but instead are best understood as creative adaptations that can be                       
evaluated both on rational and emotive grounds”, and there was indeed a problem to                           
be solved. A problem where the U.S. stood to lose incredible amounts of capital if                             
the developing countries were to default on their debt, leaving U.S. private banks                         
with massive deficits that might cause a further evaporation of financial crises to the                           
developed countries. With a newly adopted policy and belief that “government is not                         
the solution to the problem, it is the problem” (Ronald Reagan ) in juxtaposition with                           22
the massive influence and power of the U.S. and to some extend Britain in the IMF it                                 
seems natural that the turn in policy in those countries towards the ideas as defined                             
by the Washington Consensus (see section 4.4.1) would affect the institution in the                         
same direction. According to Harvey (2007:32) it not only affected the institution but                         
“Transformed the U.S.­dominated IMF into a prime agent of neoliberalization through                     
its structural adjustment programs visited upon any state (and there were many in                         
the 1980s and 1990s) that required its help with debt repayments”. While the                         
extreme concentration of wealth and therefore, by default, power, combined with the                       
seemingless relentlessness to go against the too­big­to­fail banks might make one                     
21https://www.imf.org/external/np/exr/facts/esaf.htm  
22 ​https://www.youtube.com/watch?v=XObcP69dhCg  
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 think that neoliberalism was orchestrated to benefit the few and not the many, it is                             
important to recognize that, as Piketty (2014:534) argues: “the movement was                     
propelled essentially by democratically elected governments, reflecting the dominant                 
ideas of a particular historical moment marked by the fall of the Soviet Union and                             
unlimited faith in capitalism and self­regulating markets”.  
After this shift in policy, the entire configuration of IMF loans has changed                           
dramatically, partly because of the occurrence of financial crises in various countries,                       
partly because of the fall of the Soviet Union, where IMF took on the responsibility                             
and played “​a central role in helping the countries of the former Soviet bloc transition                             
from central planning to market­driven economies.” (Imf.org, 2016), and latest with                     
the advent of the European debt crisis where IMF, being a part of the Troika, has                               
been present in negotiating solutions to budget deficits and soverign debt problems                       
of countries such as Portugal, Greece and Ireland, who are now the biggest                         
borrowers from the IMF.(Imf.org, 2016).  
 
In Europe, Kranke and Luetz (2010) recognizes that the European Central                     
Bank and European Commission actually play a greater role than the IMF in                         
perpetuating the Washington Consensus as a solution to fiscal problems, by                     
imposing austerity measures and public sellouts on European countries as a                     
condition for borrowing money. With the critique of the IMF after its solutions to                           
previous financial crises (see section 5.1) it seems reasonable to put some of the                           
responsibility for promoting these measures on the European institutions, thereby                   
also assigning them relative democratic and economic sovereignty. Taken that the                     
president of the European Central Bank, Mario Draghi, is a former high­end                       
Goldman Sachs employee whose Ph.D. thesis was examined by Stanley Fischer                     23
(one of the most prominent figures in the multilateral financial institutions) and that                         
the President of the European Commission, Jean­Claude Juncker, is the former                     
President of Luxembourg (1995­2013), one of the biggest and most well­known tax                       
23 Fischer was assistant professor at the University of Chicago (1970­1973), Chief economist of the 
World Bank (1988­1990), First deputy managing director of the IMF (1994­2001), Vice Chairman of 
Citigroup (2002­2005), Governor of the Bank of Israel (2005­2013), Vice Chairman of the Board of 
Governors of the Federal Reserve System (2014­) and former member of the influential 
Washington­based advisory group ‘Group of 30’.  
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 havens in the world , one might not expect their solutions to financial crises to                           24
deviate much from the dominant discourse amongst the global financial and political                       
elite. More about the development in Europe will be included in the discussion part of                             
this research paper in section 7.  
 
As we have shown, the U.S. has held great power in the creation of the IMF                               
as well as in the development of the institution. This power is derived from several                             
factors amongst which we deem the most important to be the fact that the U.S. for a                                 
long time has been the dominant economy in the world, and especially the West,                           
which has made large parts of the world dependent on collaborating with the super                           
power. This implicit, informal power that lies in being the biggest economy is made                           
formal by the power that lies in being the only country with veto power in the IMF                                 
which makes sure that agreements that would have a negative effect on the U.S.                           
cannot be passed. Furthermore we have identified factors such as location,                     
dominance in the academic discourse and a strong currency as being important                       
factors.  
In the next chapter we will use the knowledge we have obtained from the                             
historical analysis of the IMF as a guide on where to look when attempting to                             
illuminate what interests the U.S. actually have in the IMF and how these interests                           
are realized.  
   
5.3 ­ Why is the IMF of Interest to the U.S.?  
The power of the U.S. in the IMF can be utilized to push their own policies                               
through. This power is something that Oatley and Yackee (2004) argues the US is                           
using to pursue its own objectives with the help of the IMF; “While American                           
policymakers can use their influence in the IMF to pursue a variety of goals, they are                               
most likely to use this influence to pursue financial and foreign policy objectives. The                           
US can use conditionality agreements to achieve American financial goals because                     
IMF credits enable developing countries, which account for most IMF programs, to                       
24 Piketty values that the capital Luxembourg gains from being a tax haven amounts to 10­20% of 
national income.  
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 service their debts to American commercial banks.” (Oatley & Yackee, 2004) 
Several studies have been conducted on how the U.S. uses its influence in                         
the IMF to pursue these financial and foreign policy objectives. Dreher and Jensen                         
(2007) conclude on their study of U.S. influence in the IMF that the amount of                             
conditions imposed on a country by the IMF is dependent on the country’s alignment                           
with the U.S. in UN as “Countries that voted with the United States in the UN                               
General Assembly systematically received IMF loans with fewer conditions”.                 
Furthermore they “found evidence that countries receive fewer conditions prior to                     
elections when they are closer allies of the United States.”. This makes sense as                           
IMF conditions in general makes national government's unpopular because of                   
austerity measures, therefore a government that is made free from IMF conditions                       
(even for a shorter period) can invest in the public sector and gain popularity by for                               
example making education or healthcare accessible.  
As we have already argued in the previous section, the U.S. private banks                         
faced severe threats with the financial crises in developing countries and Oatley and                         
Yackee (2004) “identified a robust positive relationship between American                 
commercial bank loans and IMF loans.” However, they did not identify how the                         
interests of U.S. private banks were brought into the IMF. Without implying it as the                             
reason, it is interesting at this point to take a look at the careers of various U.S.                                 
Treasury Secretaries, as the U.S. Treasury Secretary also serves as the U.S.                       
Governor to the IMF, and as we have already shown the U.S. exercise massive                           
influence within the IMF through its position. To stay in line with the rest of this                               
research paper and the development of the neoliberal ideology, we will only be                         
looking at the Treasury Secretaries appointed since 1980 who have direct ties to the                           
U.S. private banking sector in the form of being CEO or the like. Donald Regan                             
(1981­1985), prior to becoming U.S. Treasury secretary, was the CEO of Merrill                       
Lynch, one of the biggest U.S. private banks. Next Treasury Secretary to have                         
connections to the U.S. private banking sector was Nicholas F. Brady (1988­1993)                       
who up until becoming Treasury Secretary was the Chairman of the Board of                         
investment bank ​Dillon Read & Co. Inc.. Next was Robert E. Rubin (1995­1999) who                           
had been an employee at Goldman Sachs for 26 years and co­chairman from                         
1990­1992. Again from 2007­2009 Rubin took a seat in one the biggest American                         
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 banks; Citigroup, where he became the chairman. Following Rubin was Lawrence                     
Summers (1999­2001), who was one of the leading figures in deregulating legislation                       
on derivatives. Summers was appointed by Rubin to take over after being his deputy                           
and has served in several different offices under various Presidents and institutions                       
since the 80’s. According to the The Wall Street Journal (Mckinnon & Farnam, 2009),                           
he has a strong tie to U.S. private banks where he earns a fair wage from giving                                 
speeches, which he also does from consulting D.E. Shaw, a Hedge Fund                       
speculating in derivatives. After being U.S. Treasury Secretary he became the                     
President of Harvard University. From 2003­2006, John William Snow presumed                   
office after leaving his job as CEO of CSX Corporation, a major real estate agency.                             
After leaving office he became chairman of Cerberus Capital Management, which is                       
a private equity firm. To take over his position as Treasury Secretary came Henry                           
Paulson (2006­2009) who had served as Chairman and CEO of Goldman Sachs                       
until presuming office. According to Forbes magazine (Holzer, 2006), Paulson                   
earned $700 million from selling equity stakes in Goldman Sachs, of which he did not                             
have to pay taxes because of a loophole “that allows government officials to defer                           
capital gains taxes on assets they have to sell to avoid a conflict of interest”. After                               
Paulson came the Obama administration which some might have expected to be                       
hard on the banks as had the rhetorics of Obama been during the election campaign                             
following the financial breakdown in 2008. Obama appointed Timothy Geithner to                     
take the post as Treasury Secretary (2009­2013). Geithner had, serving as the                       
President of the Federal Reserve Bank of New York, been one of the main                           
orchestrators of the bank bailout. His successor in the Federal Reserve Bank of New                           
York was William Dudley who had been the chief economist of Goldman Sachs for                           
10 years before taking office. Geithner appointed Mark Patterson as his chief of staff                           
which according to the Washington Post (Tumulty, 2014) generated some                   
controversy as Patterson had been “a lobbyist for the banking giant Goldman                       
Sachs”. Several other people with a connection to the banking sector, and especially                         
Goldman Sachs, were appointed to take prominent positions in the Obama                     
administration (see: graph 1 in appendix). Geithner went on to become President of                         25
25 See: Gary Gensler, former Goldman Sachs co­head of Finance and now Chief financial officer of 
Hilary Clinton’s presidential campaign.  
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 Warburg Pincus, a Wall Street private equity firm. These connections, which are                       26
only touched upon superficially here, are what Harvey (2005 & 2007) has defined as                           
the Wall Street/Treasury/IMF complex.  
Needless to say by far the majority of these U.S. Secretaries has indulged                         
neoliberal policies as did the presidents they were serving under. They have done                         
this through massive deregulations and tax cuts for the rich under every president                         
since Reagan. Something that would be interesting looking into are the ties between                         
these actors as well as between them and the key people from the Federal Reserve.                             
From our research it has become clear that many of them have worked together on                             
boards in other companies, mentored each other, studied/lectured at the same                     
universities at the same time and served in key positions under several presidents,                         
crossing paths at different points through time and space. In itself this cannot be                           
seen as a criticism, as the argument that ‘they know what they are doing and are the                                 
best people for the job’ is easy to articulate, but taken that they by large all favour an                                   
ideology that serves the people with capital to invest and the privilege to take                           
positions that rewards excessive amounts of money and are virtually above the law,                       
 it has become increasingly interesting for us to look into key individuals.  27
 
At present time, we find that the person who is most helpful in expressing the                             
benefits for the U.S. in being engaged in the IMF is Professor of Economics from the                               
University of Stanford, C. Randall Henning, who in one of his papers regarding a                           
notion by Obama to increase the US quota in the IMF, informs us of the main six                                 
ways in which US benefits from its increased involvement in the Fund. 
 
1. “​US trade (exports plus imports) with countries that have borrowed from the IMF                         
totals more than $400 billion per year. In 2008 US exports to emerging­market                         
See: Lawrence Summers who again took office under Obama, becoming the Director of the White 
House United States National Economic Council.  
See: Lewis A. Sachs, Rahm Emanuel and Mary Shapiro who all have strong ties to the banking sector 
and were awarded prominent positions under the Obama administration.  
26 For a deeper elaboration on the easy flow of bankers/bureaucrats between the White House and the 
major U.S. private banks, see “13 Bankers: The Wall Street Takeover and the Next Financial Meltdown”, 
written by Simon Johnson (Former Chief Economist of the IMF) and James Kwak (2010).  
27 See: 2008 financial crisis. 
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 countries totaled more than $500 billion, while exports to and imports from                       
emerging markets together totaled more than $1 trillion.​”  
 
Due to many years of involvement in the international market, the US                       
economy has been built on the foundations of globalization. That means that its                         
prosperity is closely dependant on the well­being of the global markets. The                       
existence of the IMF strengthens the confidence in the international financial scene,                       
since it (supposedly) ensures that it will be able to recover in case of crisis, thus                               
supporting US imports/exports and jobs that are well dependant on these markets.                       
From a critical point of view it also ensures that ‘too­big­to­fail’ banks have more                           
security when lending. This can be argued as one of the causes of the reckless                             
behavior some financial institutions engage in. Furthermore, the policies of trade                     
liberalization described by the IMF helps to open up markets to foreign capital and                           
investments, which can benefit countries, companies and individuals with enough                   
capital to take advantage of the situation.  
 
2. “​Reliance on the IMF distributes the burden of fighting crises and stabilizing                           
economies across the membership of the institution, rather than concentrating it on the                         
shoulders of the United States and other large countries​”  
 
In this case the IMF plays an intermediate role between the main actors,                         
being the most wealthy nations, primarily the US, and the indebted countries,                       
securing in this way that none of the resentment towards the reforms needed to                           
obtain the loans would target the US directly, since it is carried out by the IMF, a                                 
Fund that represents in principle 189 different countries. Furthermore, it acts as a far                           
more suitable instrument of imposing the conditionalities on its borrowers, who are                       
members of the organization, and it limits the suspicions that these reforms carry                         
individual US interests. Additionally, as the above quote mentions, it helps to                       
delegate the cost of fighting a crisis across many more sources. In the case of                             
unilateral last resort lending, the US would have to commit a lot greater amounts in                             
funds. 
66 
  
​3. “​maintaining a robust multilateral financial institution reduces both the need for and                           
attractiveness of regional financial facilities​” 
 
Financial facilities such as those operating under the European Union, the text                       
clarifies, are not necessarily opponents to US benefit, but it is profitable for US                           
influence in the global markets to maintain a strong and highly involved multilateral                         
institution in the crisis resolution scene, “one that is capable of coordinating bilateral,                         
regional, and multilateral responses” (Henning, 2016:6) and within which, the US                     
holds key positions in the decision making processes.  
 
       4. “​The IMF reflects US economic policy preferences more faithfully than perhaps 
any other international organization​” 
 
In essence then, the IMF endorses US foreign policy and secures that its                         
enforcement will be agreed upon multilaterally, allowing for the US to impose                       
reforms, seemingly prefered by the majority of the members, but by maintaining the                         
sole veto right, is essentially able of blocking any alternate course of action. When                           
countries are faced with unsustainable amount of debt, they are forced to accept                         
otherwise unwanted adjustment programs, rather than allowing their crisis to deepen                     
or their economies to collapse.   
 
       5. ​Opens up previously non­existent markets 
 
In cases of closed markets, specially in countries enriched with natural                       
resources, the US as the main actor, investor and beneficiary of the global market                           
mechanisms, has direct interest when the said countries are forced to apply for a                           
loan from the IMF. Since the conditionalities of the SAPs demand that the borrower                           
liberalize their market and privatize formerly publicly owned resources and services,                     
the market essentially opens up for foreign investors. In many of the cases,                         
conditions of the IMF are profitable to the US companies, or other industrialized                         
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 countries, since they impose the pause of subsidies on local products, and without                         
fees on the imported goods, foreign ­already subsidized­ products are far cheaper                       
and thus more desirable, driving local competition out of business. Furthermore, job                       
positions for educated and trained workers are created along with the creation of                         
foreign owned businesses and factories. But since the majority of the population in                         
developing countries do not meet the criteria for such positions, these jobs are more                           
often filled by foreign personnel as well, leaving only the unskilled worker vacancies                         
to be filled by locals. 
 
6. “​Bolsters US leadership in combating the crisis, assuages foreign misgivings about the                           
undeniable US role in creating it, and spurs foreign governments to contribute similarly​” 
 
As the host of its headquarters and holder of the largest amount of votes and                             
contributions within the Fund, the US, seeks to further reinforce its vital position. By                           
increasing the American quota, and in advance American shareholding, President                   
Obama intended to insure that US remains in the leading role in the eyes of other                               
nations/members, as well as to offer greater insurances that any crisis that emerges                         
as an effect of mismanagement of the market, will be effectively reversed. 
 
5.4­ Lack of Transparency  
In Piketty’s seminal work on the distribution of global wealth ​Capital in the                         
21st Century, ​he also critiques the international organizations currently responsible                   
for overseeing and regulating the global financial system who “Starting with the IMF,                         
have only a very rough idea of the global distribution of financial assets, and in                             
particular of the amount of assets hidden in tax havens” (Piketty, 2014:363). 
Since the neoliberal political transition in the 80’s, the governments in most                         
wealthy countries, along with international organization such as OECD, the World                     
Bank and the IMF have been advocating a complete liberalization of trade and                         
capital flows and this “with no controls and no sharing of information about asset                           
ownership among nations” (Piketty, 2014:534). 
68 
 While Piketty’s critique of the lack of information held by the IMF can be seen                             
as an excuse for the Funds’ lack of appropriate solutions when financial crises occur,                           
it is also important to be critical towards the fact that a financial institution of which its                                 
function is to oversee, regulate and stabilize the global financial market through                       
guiding national market policies, has not been able ­ even with all the power and                             
tools that resides within it ­ to put itself in a position where it has the necessary                                 
information available to enable itself in its analysis of global capital flows.  28
Lack of transparency does not only have to be conceived of as institutions not                           
being able to acquire information or give up information held by the institution or                           
about the processes within, it can also be understood in term of lack of knowledge in                               
the general population about these negotiations and decisions because of a lack of                         
media coverage. While the presence of Donald Trump and Bernie Sanders in the                         
American presidential debate has sparked debate about trade agreements, lobbyism                   
and the elite (the 1%), it seems as if the European discourse is very much centered                               
on refugees. Little media attention is given to the negotiation of TTIP (this might be                             
because of the lack of transparency), but even with most of the information made                           
public about CETA , it is not given much time (if any) in the media. This is despite                                 29
the resistance from organizations like EPSU (The European Federation of Public                     
Service Union) which represent more than 8 million europeans.   30
To emphasize the lack of transparency, in an otherwise proclaimed                   
democracy, which is the Western world per se, it is also important to pay attention to                               
the several different advisory organs where the financial and political elite meet and                         
how it, taken the actual policies and challenges of the U.S. (and the world) in                             
consideration, might be seen as a space for some conflict of interest. 
Groups such as ‘The Group of 30’, ‘The Trilateral Commission’, ‘The Council                       
28 As Piketty (2014:519) further argues this incompetence to acquire necessary information about 
financial assets makes it hard for the IMF to propose adequate solutions, as was the case in the Cypriot 
banking crisis of 2013 where “Neither the European authorities nor the IMF had much information about 
who exactly owned the financial assets deposited in Cyprus or what amounts they owned, hence their 
proposed solutions proved crude and ineffective”. It then goes on to explain how hard it is for the 
average person to fathom who actually hides their money in tax havens, so most people imagine that it 
is extremely rich oligarchs or the like because “Neither the European authorities nor the IMF have 
published any statistics, not even the crudest estimate”.  
29 EU­Canada Comprehensive Economic and Trade Agreement 
30 EPSU, Decision Day For CETA Is Fast Approaching, last accessed 16/05/16 
http://www.epsu.org/article/decision­day­ceta­fast­approaching  
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 on Foreign Relations’, ‘The Bilderberg Group’ and ‘The Paris Club’ are few of many                           
‘think­tanks’ or consulting groups, where the American elite meet up with its allies                         
(Mostly European, Japanese, Canadian and Mexican) and where it is possible to see                         
who is attending, but where information about what takes place is nowhere to be                           
found. The configuration of these groups allow for much speculation about what is                         
known as ‘conspiracy theories’ but makes it impossible to do serious scholarly work                         
on them. In this way they also seem to stay out of the media, as it is not really a                                       
newsworthy story to tell that ‘the politicians and bankers are meeting (...)’. A look at                             
these institutions reveal that prominent bankers from the private and public sector                       
are almost omnipresent, while contemporary democratically elected officials are                 
almost nowhere to be found. Furthermore, the presence of these institutions suggest                       
that parts of negotiations take place outside the public spotlight which renders it hard                           
to hold the people involved accountable. It seems like we live in a time where it is                                 
important to acknowledge that these groups are off­terf for academic research, and                       
to a large extent, it seems, more serves as a distraction from the real underlying                             
causalities of the system and for a space for bestselling authors to play with                           
conspiracies. If one were to look further into shady political institutions, the U.S.                         
congress might be of more academic interest, as it is somewhat open and it is                             
becoming more and more accepted that it is bought ­ which has even become a hot                               
topic in the present U.S. presidential debate.  
However, as we have already shown, even for otherwise public institutions as                       
the IMF, the policies that are formed within the institutions are often opaque and                           
served to the public hidden behind rhetorical blur such as “​It (the IMF) helps resolve                             
crises, and works with its member countries to promote growth and alleviate                       
poverty.” (Imf.org, 2016), while all scholarly studies that we encountered conclude                     
the same as Harvard­economist, Jeffrey Sachs, (1989:275) states,               
“High­conditionality lending by both institutions (the World Bank and the IMF) has                       
played a key role in the management of the crises since 1982, though the results of                               
such lending have rarely lived up to the advertised hopes.”.  
An institution that gets particularly little attention in the public debate is the                         
U.S. Federal Reserve. While it is out of the scope of this research paper to give an                                 
in­depth and nuanced account of this institution, it is important to notice that very                           
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 little scholarly work has been done on the connection between the Federal Reserve                         
and the IMF.  
The Federal reserve is a complicated issue, but its influence on the U.S. economy                             
and thereby, by default, on the IMF and the rest of the global economy is immense.                               
The Federal reserve has 4 main functions in the U.S (Federalreserve.gov, 2016):  
 
● Conducting the nation's monetary policy by influencing money and credit conditions in the                         
economy in pursuit of full employment and stable prices. 
● Supervising and regulating banks and other important financial institutions to ensure the safety                         
and soundness of the nation's banking and financial system and to protect the credit rights of                               
consumers. 
● Maintaining the stability of the financial system and containing systemic risk that may arise in                             
financial markets. 
● Providing certain financial services to the U.S. government, U.S. financial institutions, and                       
foreign official institutions, and playing a major role in operating and overseeing the nation's                           
payments systems. 
 
​These functions obviously entail incredible control over U.S. economy, and                     
therefore it is important to note that “Institutions with enormous leverage, like the                         
Federal Reserve, are outside any democratic control” (Harvey, 2007:42). Alan                   
Greenspan, appointed by Ronald Reagan, took the seat as Chairman of the Federal                         
Reserve in 1987 and stayed in that position until 2006. According to Stiglitz (2010:4),                           
Greenspan was appointed because Reagan “was looking for someone committed to 
deregulation.” Immediately after leaving the Federal Reserve, Greenspan was hired                   
to advise Deutsche Bank. Bland (2007) reported that “​The timing of the move is                           
somewhat ironic given that many in the financial community have pointed the finger                         
of blame for the current market woes at Dr Greenspan.” (Bland, 2007). Greenspan is                           
heavily criticised by Stiglitz (2010) for deregulating the American financial market                     
and lowering interest rates which flooded the market with liquidity and led to the                           
excessive lending that caused the 2008 financial crisis. 
 
In this section we have attempted to give an account of the lack of                           
transparency that persist in the global economic system and how this opaqueness                       
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 has led to partial degradation of the claimed democracy of the West. While we                           
acknowledge that the institutions and conflicts mentioned here require severe                   
scrutiny and that we are not able to supply that within the limits of this research                               
paper, we are confident in our decision to include it, as it, again, may serve as                               
inspiration on where to look for further research. Furthermore, our own research has                         
made it impossible for us to exclude and ignore these elements completely as they                           
no doubt play a significant role in the construction of the global economy.  
Having established the ideological background and political route that we                   
judge are inseparable from the neoliberal agenda, and outlined the overall criticism                       
that scholars have been forming against the Fund’s practises all the more intensively                         
in the last decade, we want at this point to contribute information as to what exactly                               
the Funds practises are when lending to a state. 
The following sections will be a study on Mexico, intending to reveal how U.S.                           
interest and influence, that we can recognize it to hold within the Fund, can ultimately                             
affect the IMF’s collaborations with other country­members.  
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 6 ­ Case Study: The IMF and Neoliberalism in 
Mexico  
Our case study of Mexico as a country very much influenced by the U.S. and                             
the neoliberal ideology since the 80’s will bear an emphasis on the mechanisms that                           
led to multiple financial crises in Mexico and spread to large segments of other                           
developing countries. We will also discuss what cures were prescribed by the IMF to                           
circumvent these challenges and to a minor degree what consequences they had for                         
Mexico. While through our research, it has become obvious to us that these crises                           
combined with what most people would regard as ethically challenged politicians has                       
had massive consequences for the Mexican population ­ which has also resulted in                         
massive resistance against the government ­ however, it is not within the scope of                           
this research paper to analyse the development of the popular struggle in Mexico.                         
Furthermore, our analysis of Mexico will not date much further back than when IMF                           
started getting involved in Mexico (after the neoliberal shift in U.S. discourse) and we                           
will only touch lightly upon NAFTA (The North American Free Trade Agreement), as                         
IMF and its promotion of the Washington Consensus is still our main focus.   
One of the things that make Mexico especially interesting is the high degree                         
of U.S. involvement. Babb (2003), argues that the neoliberal discourse in developing                       
countries mostly came about from external pressure, but that it in Mexico was seen                           
as a necessary adjustment in the political sphere, in order to integrate into the global                             
market. This may be seen in the context that a lot of the Mexican politicians at the                                 
time had been educated at U.S. universities where neoliberalism/monetarism had                   
become the dominant discourse in economic science and seen as a solution to                         
financial instability. 
Even from a solely geographic perspective it is easy to understand why the                         
U.S. would be particularly interested in Mexican economic reforms. Since Mexico is                       
a neighbouring country, the U.S. has a lot to gain from easier and cheaper exporting                             
there, as well as obtaining cheap labour for American firms. Furthermore, Babb                       
(2003:127) argues that Mexico, being a developing country bordering to the U.S. has                         
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 been more subject to devaluations and capital flight which rendered exchange                     
controls, even before the market reforms and NAFTA, more or less useless.  
Mexico has become (in)famous for what Klein (2000) terms as EPZs (Export                       
Processing Zones), which are zones, mostly isolated from the rest of society, built                         
around cheap manufacturing labour, that assembles goods for multinational                 
companies. As Klein (2000:205) puts it, the factories or maquiladoras (Spanish for to                         
‘make up’ or ‘assemble’) along the U.S.­Mexican border “are probably the only                       
structures that proliferate as quickly as Wal­Mart outlets: There were 789 in 1985. In                           
1995, there were 2,747. By 1997, there were 3,508, employing about 900.000                       
workers”. The working conditions in these zones, that exist in countries such as the                           
Philippines, Indonesia, Sri Lanka and Mexico among many others, are according to                       
Klein (2000) horrible and consists of low salaries and extremely long working hours.                         
This is backed by the OECD that values that 29 percent of Mexican employees work                             
‘very long hours’ (50+ hours a week), which is the 2nd highest in the OECD                             
countries, just after Turkey, and furthermore, on average only earns half of the                         
OECD average of $25,908 a year. Here it is important to bear in mind that “there is a                                   
considerable gap between the richest and poorest – the top 20% of the population                           
earn more than thirteen times as much as the bottom 20%.” (Oecdbetterlifeindex.org,                       
2016). Already in 1999, Chomsky (1999:125) notes that in Mexico “15 percent                       
receive more than half the GDP”. 
It seems obvious that Piketty’s (2014) notion of a ‘race to the bottom’ was                             
initiated a long time ago in the countries where the EPZs are located. As Klein                             
(2000:209) reports, Jose Ricafrente, then mayor of Rosario (an EPZ in the                       
Philippines), “The mayor is convinced that there will always be a country ­ whether                           
Vietnam, China, Sri Lanka or Mexico ­ that is willing to bid lower”. This exploitation of                               
workers was made possible through free trade agreements such as NAFTA which                       
Mexico signed in collaboration with the U.S. and Canada and entered into force                         
January 1st 1994. The exploitation is not only evident with impact in the countries                           
where the jobs are outsourced to, but also within the U.S.. As Chomsky (1999:104)                           
notes “About half of unionizing efforts are disrupted by employer threats to transfer                         
production abroad, for example, by placing signs reading “Mexico Transfer Job” in                       
front of a plant where there is an organizing drive. The treats are not idle: when such                                 
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 organizing drives nevertheless succeed, employers close the plant in whole or in part                         
at triple the pre­NAFTA rate (about 15 percent of the time).” Furthermore, NAFTA’s                         
chapter 11 grants investors the right to sue “foreign” governments if they limit their                           31
opportunity of making profits. This has especially been damaging to Canada which                       
has been sued more times than the U.S. and Mexico combined, mainly because of                           
its environmental restrictions. As a study by Sinclair (2015) shows “Canada has been                         
the target of over 70% of all NAFTA claims since 2005. Currently, Canada faces nine                             
active claims challenging a wide range of government measures that allegedly                     
interfere with the expected profitability of foreign investments. Foreign investors are                     
seeking over $6 billion in damages from the Canadian government. These include                       
challenges to a ban on fracking by the Quebec provincial government and a decision                           
by a Canadian federal court to invalidate a pharmaceutical patent on the basis that it                             
was not sufficiently innovative or useful.” According to Chomsky (1999) the entire                       
idea behind a trade agreement like NAFTA, is to “lock in” the neoliberal reforms,                           
effectively preventing the respective countries from regaining democratic               
sovereignty. Take for example, if the Mexican government wanted to impose                     
environmental legislation that would make it more expensive for businesses to                     
operate in Mexico, then the business owners would under NAFTA be able to sue the                             
Mexican government.  
 
As will be discussed further, a substantial portion of Mexico’s outstanding                     
debt, which served to create the financial instability that was prerequisite for the                         
neoliberal transition, was to US private banks, and the US government saw to                         
accommodate these institutions through the IMF debt relief programs.  
As Babb (2003) informs us, neoliberal reforms in Mexico can be traced in two                           
distinctive phases. The first wave of structural adjustment programmes was                   
undertaken through the mid 1980s, starting in 1982 with the presidency of Miguel de                           
la Madrid (1982­1988) in close connection with the country’s outstanding foreign                     
debt and loan conditions, set by the IMF and the US treasury, in order to assist the                                 
31 Foreign in relation to the country it is registered in. No country is really foreign to a multinational 
company that can attain resources from one part of the world, have its products assembled in a second 
part and brand and sell their products in a third. 
75 
 Mexican government’s balance of payments. It was then picked up and continued                       
later on the by the Carlos Salinas Administration (1988­1994) and the signing of the                           
North American Free Trade Agreement (NAFTA) in 1994. Balance difficulties in                     
economy and devaluations of the peso have taken place consequently in all three                         
presidential term in this timeframe, 1982, 88 and 94. With the U.S and international                           
monetary authorities responding with greater loan packages each time. 
In the following paragraphs we will take a closer look upon these two periods and the                               
two financial crises that describe them.  
 
6.1 ­ The Debt Crisis of 1982 
Economic instability has served as initiator of and legitimization for a                     
neoliberal turn several times. It was the case in the US where the oil shocks and                               
stagflation were important factors in paving the way for drastic changes in national                         
politics, and according to Fourcade­Gourinchas and Babb (2002) it was also the                       
case in Britain, France and Chile. Our case study, Mexico, initiated the transition                         
when the Third World debt crisis started in 1982 after “the Mexican finance minister                           
informed the U.S. government, the IMF, and the world financial community that                       
Mexico would be unable to meet its debt payments.” (Fourcade­Gourinchas & Babb,                       
2002:558). The IMF has through the SAPs made it the standard that countries                         
suffering from a financial crisis, and which need money, has to undergo neoliberal                         
transformation. We track this development back to when the IMF was positioned in                         
its new function, starting with Mexico in 1982. “The Mexican economy suffered a                         
severe breakdown in 1982, which had long­lasting consequences. Before that, from                     
the early 1930s, economic growth was constant (although in 1953, the economy was                         
stagnant at current prices). The GDP in 1982 declined by 0.6 percent and in 1983,                             
the GDP lost an additional 4.2 percent. This deterioration came immediately after a                         
period of economic boom; growth averaged 8.4 percent between 1978 and 1981, a                         
rate of growth that had been achieved only sporadically in the long period of                           
economic growth that prevailed during and following World War II, when annual GDP                         
growth averaged between 6 and 7 percent” (Alba, 1998). 
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The debt crisis was initiated because of a simultaneous rise in world interest                         
rates and a sudden cessation of commercial bank lending, which led to a liquidity                           
crisis in most developing countries (Sachs, 1989:276). Interests rates are set by                       
central banks, and as the U.S. is the biggest economy in the world, the world interest                               
rate, and to an even larger extent the interest rate of U.S. commercial banks, is                             
naturally a reflection of what the central bank of the U.S., the Federal Reserve,                           
determines it to be. This is something Harvey (2007:37) defines as ‘the debt trap’. It                             
implies that the U.S. at any time can increase the interest rate and it will initiate a                                 
crisis as debtor countries will be unable to pay its interest rates and will therefore                             
have to default or obtain new loans to cover the higher expenses. The 70’s had seen                               
an unprecedented willingness by American commercial banks to lend money to                     
Latin­American countries, whose development benefited greatly from it. Even though                   
a lot of the loans were mismanaged by governments, it still left room in the budget to                                 
build up infrastructure, invest in the public sector and secure a certain degree of                           
standard of living. This was also the case in Mexico that by 1982 owed 36% of its                                 
GDP equal to $92.4 billion which led to the signing of an IMF stabilization                           
programme. Mexico had already signed a standby agreement with the IMF in 1976                         
after building up national debt, but was shortly after able to conclude its loan, simply                             
by paying it off, benefiting from a rapidly growing petroleum industry.  
After admitting being unable to pay its’ debt, Mexico was set to undergo a                           
program auspiced by the IMF. This program was characterized by the imposition of                         
fiscal and monetary austerity (Fourcade­Gourinchas and Babb, 2002:559) which in                   
effect started the neoliberal transition to a free­market economy open to foreign                       
investors and foreign capital flows as follows from the Washington Consensus.   
According to Fourcade­Gourinchas and Babb (2002:557) “The debt crisis both                   
created material incentives for market­oriented reforms, and also helped propel a                     
new team of U.S.­ trained economists in charge of Mexican economic policy­                       
economists who believed in the correctness of liberalizing policies”. According to                     
Babb (2003:19) this is a common tendency as several countries, including; Chile,                       
Colombia, Indonesia, Korea, Turkey, Brazil, Peru, Costa Rica, Vietnam and Pakistan                     
have had the honour of U.S.­trained economists promoting the neoliberal ideology in                       
77 
 the respective governments. Furthermore, she notes that “even after neoliberal                   
reforms are implemented, U.S.­trained economists play an important role in the                     
ongoing management of market­oriented economies”.  
As noted earlier, the dominance of economists trained in the U.S. might have                         
played a role in the Mexican adaptation of the Washington Consensus, as the                         
change in Mexico’s policies “Were consistently so respectful of creditors and                     
conforming to the exacting standard of the IMF that even international business                       
observers were impressed by the severity of the measures the new technocrats were                         
willing to impose” (Babb, 2003:172).  
Before the IMF started getting involved in Mexico, along with the new                       
government construction, large parts of the Mexican industry was parastatal, but as                       
the financial system was liberalized and the country was opened up to foreign                         
capital, the industry of Mexico was modified so “foreign firms could acquire up to                           
100% ownership in publicly traded Mexican firms” (Fourcade­Gourinchas and Babb,                   
2002:559) 
 
 
 
6.2 ­ Mexican Peso Crisis 
In 1994­95, Mexico underwent another very serious recession, often referred                   
to as ‘The Tequila Crisis’, began swiftly after the devaluation of the mexican                         
currency, the peso, in December 94. Many scholars argue that it came as a result of                               
the neoliberal economics that have been implemented in Mexico since 1982, with the                         
continuous deregulations on trade, reductions and eliminations on barriers and                   
tariffs, privatizations and foreign investment encouragement measures. For the exact                   
numbers and indicators on economic matters, while discussing this period, we will be                         
using the writings of the economist and assistant director in the Strategy, Policy, and                           
Review Department at the IMF (1992­2012) James M. Boughton: “Tearing Down                     
Walls” (2012). 
Even though the underlying causes were many and were slowly ‘eating                     
through’ the Mexican economy for quite some time, what added the last spark to                           
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 ignite the crisis was the unstable political scene at the time. A series of political                             
uprisings and assassinations since the beginning of 94, had led Mexico to a severely                           
unbalanced state. The situation deeply worsened in December 19, when the                     
Zapatista National Liberation Party (ZNLP) attacked and temporarily took control                   
over a number of cities in the southern parts. These incidents had a colossal impact                             
on the country’s economic state, since the fear that the Mexican government would                         
be unable to attend the economic growth and pursue its fiscal plan while fighting and                             
staying on top of the situation in the south, quickly spread among domestic and                           
foreign investors. As Boughton mentions “Stock and bond prices fell ​sharply, and                       
the exchange rate (then 3.46 pesos per U.S. dollar) looked more vul​nerable than                         
ever.” (Boughton, 2012:463). Capital flight due to fear of risk became a very real                           
possibility. The weight of the situation becomes even more obvious when the very                         
next day, the Mexican government in collaboration with the Pacto de Solidaridad                       
Económica , announces a forceful devaluation of the peso. As it turned out though,                         32
even that was not enough to rectify the situation and a few days later the                             
government is forced to finally let the peso float free. ​The next day, December 22,                             
the peso was up to 4.8 per dollar, a depreciation of 28 percent from its previous                               
levels. Here, Boughton informs us that Mexico at this point was asking for US and                             
Cana​dian central banks to activate their established swap lines. But since such an                         
action would require a statement from the IMF demonstrating the soundness of                       
Mexico’s economic policies, the Fund sent a team of analysers to assess the                         
situation. The team’s judgment was this: “actions being adopted by the authorities                       
represent an appropriate policy response to recent market developments” and “will                     
help reinforce the economic recovery that has been evident since early 1994 and                         
secure the viability of Mexico’s external position.”  (Boughton, 2012:465). 
In the meetings that succeeded between the Mexican government, the IMF                     
and US treasury, it was estimated that the aid needed to assist the situation was up                               
to 50 billion USD. United States extended up to $20 billion in short­term and                           
medium­term loans and long­term loan guarantees, The IMF pledged $17.8 billion, a                       
32 in December 1987 the government forged a joint agreement with official leaders of the labor, peasant, 
and business sectors to restrain wages and prices. This accord, known as the Economic Solidarity Pact 
(Pacto de Solidaridad Económica) (​http://countrystudies.us/mexico/66.htm​ Last Accessed on 05/25/16) 
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 group of central banks committed $10 billion, Canada pledged $1 billion, and Latin                         
American countries $1 billion for a total financial assistance package of                     
approximately $50 billion. In terms of the IMF alone, this has been the greatest loan                             
ever made up to that time, twice the amount ever loaned to any other country, and                               
seven times Mexico's allocation within the Fund. An approval for such a great loan                           
was achieved only under severe pressure from US officials and was objected against                         
by several european members of the Fund’s board of governors (Boughton,                     
2012:470­79). A fact that submits a very good demonstration of power­relations                     
within the institution. 
It is not an easy task to trace the exact path that the money was directed, but                                 
a policy analysis conducted by economists Hoskins and Coons (1995) offers some                       
insight. As stated, the Mexican government had by March 31 of that year spent                           
$14.7 billion of the $17.1 billion that had been borrowed from the IMF to redeem                             
public debt, pay off dollar deposits withdrawn from the Mexican banking system, and                         
redeem the foreign debts of privately held Mexican companies. US (and not only)                         
taxpayers' money seems to have been moved through Washington and IMF to                       
Mexico and then again out of the country through investors and speculators. As                         
more investors fled the country, interest rates went up very rapidly. That pushed                         
many Mexican businesses, as well as consumers, who had previously borrowed                     
from banks to default on their loans, and thus Mexican banks to default on theirs                             
from foreign ones. A Harvard study in 2015 shows that the bailout of the banks in                               
total mounted up to 14% of the country’s GDP and 40% of the total amount of the                                 
loans. (Musacchio, 2012:20) 
The extension of loans from the U.S. government to the Mexican government                       
favors special interests at the expense of all citizens of Mexico and the United                           
States. The bailout has only been useful to foreign investors that profited from                         
Mexican stocks and bonds, Mexican financiers whose close relations with                   
government officials keep them in the right positions, and the US (mainly) banks. On                           
the other end, Mexican citizens were forced to bear another severe recession and                         
taxpayers, primarily American, that had to undertake the risk of financing the bailouts                         
without much to expect in return. 
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 6.3 ­ Contemporary Mexico 
 
While Mexico has undergone a severe transformation to align with the exact                       
policies as described by the IMF and the Washington Consensus, the positive effects                         
it has had for the population of Mexico seems to be limited. Oxfam Mexico (Viaducto,                             
Alemàn & Méndez, 2015) report that the country’s richest 1 percent own 43 percent                           
of the country’s wealth and that 9% of its GDP is made up of the assets of just 4                                     
billionaires. At the same time 52.3 percent of the population lives below the poverty                           
line as reported by The World Factbook (Cia.gov, 2016) that goes on to conclude                           
that “Ongoing economic and social concerns include low real wages, high                     
underemployment, inequitable income distribution, and few advancement             
opportunities for the largely indigenous population in the impoverished southern                   
states. Since 2007, Mexico's powerful drug­trafficking organizations have engaged in                   
bloody feuding, resulting in tens of thousands of drug­related homicides”.  
Furthermore, the Mexican government still continues to privatize as “Mexico                   
began holding public auctions of exploration and development rights to select oil and                         
gas resources in 2015 as a part of reforms that allow for private investment in the oil,                                 
gas, and electricity sectors” in order to “garner sufficient interest from investors amid                         
low oil prices.”  
          Our findings on Mexico will be further elaborated and discussed in section 7.1.  
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 7 ­ Discussion ­Where Are We Now? Future 
Perspectives and Challenges 
 
7.1 ­ What Can We Learn From Mexico?  
 
In this part of the research paper we are going to reflect on our findings of                               
Mexico in relation to what is happening in Europe and particularly Greece at present.                           
The focus of our analysis has not been on Greece, however, we are confident that                             
during our we research have obtained enough knowledge about Greece and the                       
European crisis, to be able to reflect on it in relation to Mexico. 
As we have argued in our case study on Mexico, debt crises and financial                           
instability paved the way for a new discourse in the Mexican government as well as                             
for the IMF to get involved. The debt crisis was built on debt to private banks that                                 
could not be paid back by the government and this has direct relation to what has                               
happened in Greece. Differing from Mexico where the debt was to American banks,                         
the Greek debt was mainly owed to European banks (mostly French and German).                         
In any of the cases it has been impossible to track down exactly which                           
banks/creditors had the biggest stakes in the debt, but in both cases, the IMF (and in                               
the case of Greece, the ECB) has stepped in to make sure the debt was paid back,                                 
thereby indirectly assigning the burden to the taxpayers that through domestic                     
governments are funding the IMF. At the same time, the population of a country like                             
Mexico or Greece has very limited benefits from the bailouts as was the case in                             
Greece where the majority of the capital was spent on the bailout and “​less than 10%                               
of the money has been used for anything else” (Sheffield, 2015), or in Mexico where,                             
despite being infinitely indebted, 52.3 percent of the population lives below the                       
poverty line.   
An interesting thing to notice here is that the economy is fundamentally built                         
on debt, as money, when created, is created as debt. In the Treaty of Maastricht it                               
was agreed that debt for EU­countries was not to exceed 60% of GDP. In actuality                             
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 this limit has now been exceeded by 16 European countries and has reached its                           
highest point combined since the introduction of the single currency in 1999, totalling                         
92% of GDP in 2014 (Kirk, 2015). This has put national debt and the solutions to                               
national debt high on the political agenda. So far the solution has been to cut public                               
sector spending ­ austerity measures ­ and to privatize, which seems to create                         
increased polarization in the European countries that lack an open supranational                     
institutions where it is possible to discuss real solutions. Former Greek Minister of                         
Finance, Yanis Varoufakis, has created the movement DiEM25 (Democracy in                   
Europe Movement 2025) with the intention of promoting transnational collaboration                   
and transparency in the European Union to avoid nationalist, protectionist parties                     
taking over in the respective countries. Piketty (2014) suggest that a progressive                       
annual tax on capital would be able to solve the debt problems within a few years,                               
but that it would take transnational collaboration as tax­flight is likely to happen if the                             
tax is only imposed by a few individual countries.  
Furthermore, there are currently ongoing negotiations about the Transatlantic                 
Trade and Investment Partnership (TTIP) which opponents fear will put European                     
countries in the same situation as Mexico and Canada after NAFTA, effectively                       
limiting national sovereignty, allowing corporations to sue governments and, to use                     
Chomsky’s (1999) term, to “lock in” the neoliberal measures already implemented by                       
several governments that have faced supranational pressure to limit debt. This does                       
not seem unlikely, but at present time it is hard to discuss the exact components that                               
TTIP will feature, as all negotiations are done in complete secrecy, thereby                       
attributing to the lack of transparency that is already apparent in all supranational                         
institutions (see: section 5.4). While a free trade agreement between Europe and the                         
U.S. has been under negotiations for decades, it now seems that the economic                         
conditions in Europe might pave the way for it to be realized. As we have argued,                               
financial instability has resulted in neoliberal transitions. The financial conditions                   
makes promises of new jobs being created as well as “more freedom”, as presented                           
by Christina Egelund (Liberal Alliances, 2015), by following the neoliberal agenda                     
seem like a good idea, as it has in several countries throughout history. Egelund also                             
presents the argument that if we (Europe) does not sign a free trade agreement with                             
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 the world's biggest economy (the U.S.) it will look to do business elsewhere, as it has                               
already signed the TPP (Trans­Pacific Partnership).  
However, it seems that it is going to be harder to impose (more) neoliberal                           
measures on the Western European populations who have grown somewhat custom                     
to a high standard of living and the opportunity of education and healthcare.                         
Furthermore, in combination with historical knowledge about the consequences of                   
neoliberalism as well as a strong belief in a democracy that is deteriorating, an                           
interesting discourse has been created. It is also important to notice that even                         
though not all Western European countries have had welfare systems in place                       
access to private education, healthcare etc. has been common because of high                       
salaries and employment rates. However, with growing unemployment rates, many                   
intellectuals, among them Stephen Hawkins (Kaufman, 2015) , now point to the                     33
prophecy of Marx coming true, that technology has superseded us to an exten where                           
it is contributing heavily to unemployment.  
7.2 ­ Neoliberalism and other Developments in Contemporary               
Society 
 
As we have attempted to make clear, the role of the state has significantly                           
morphed into a device that is meant to secure the integrity of money, maintain a free                               
market, open new markets (for example in public sectors) and to take any measures                           
necessary to secure these schemes. What has arguably happened is that the state                         
has become a tool for the financial (banking) elite to reintroduce class power,                         
accumulate all forms of wealth and exercise their ‘freedoms’ at all costs. This is                           
challenging to prove with all certainty considering that there is a large portion of                           
information that is not transparent, as well as political and economic discourse in the                           
media does not open much discussion of the subjects we covered. There is also the                             
33 Stephen Hawkin states that; “If machines produce everything we need, the outcome will depend on 
how things are distributed. Everyone can enjoy a life of luxurious leisure if the machine­produced wealth 
is shared, or most people can end up miserably poor if the machine­owners successfully lobby against 
wealth redistribution. So far, the trend seems to be toward the second option, with technology driving 
ever­increasing inequality.” 
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 challenge that we are living in an increasingly networked globalized world, where                       
different states and the financial world are so intricately bound (also with historical                         
contexts), there’s no easy way to point out who or what is causing our current world                               
climate of unprecedented wealth inequality. 
However, considering that major banks have been prone to recklessly lending                     
heaps of cash to governments and when the money can not be paid back, despite                             
their irresponsibility in which the case should be that they pay some of the                           
consequences, they are guaranteed without fail to be bailed out. This can be done                           
through many tactics, but they are calculated in the way that they systematically                         
ensure and implement changes (ideological, economic, political, etc) to society and                     
state institutions that will safeguard their hegemony. There is also the practice of                         
transferring large sums of money using many tactics to areas known as tax havens                           
for sustaining wealth and avoiding paying taxes, as was brought more into public                         
consciousness with the release of the Panama Papers. It seems they have managed                         
to create a global debt trap where countries and businesses have become                       
dependent on this interconnected global capitalist system and most of the                     
non­industrialized or ‘Third World’ countries are perpetually in a system of sustained                       
debt, thus insuring increased exploitation for labour and raw materials.   
We speculate that we are living under a political­economic system                   
(neoliberalism) that has been set up to make sure that capital, power and influence                           
will be concentrated in the hands of a minority at the expense of the majority. The                               
global financial elite have been allowed to invest large sums of money, knowing that                           
the debtors can’t pay it back in cash, so instead populations are placed into a system                               
that benefits a small portion of individuals where the majority are afflicted with the                           
burdens. Where in more impoverished countries, the populations are living and                     
working in extremely disadvantaged conditions so that the system can perpetuate                     
the flow of cash and power up the ladder, restoring class power. This is realized                             
through concepts like ‘too big to fail’ where the financial institutions can confidently                         
make faulty lending strategies knowing they are always secured in this system they                         
have suitably designed for such purposes.  
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7.3 ­ A Change in Discourse?  
 
In this section, a discussion will be formed around the economic principles of                         
Keynes and Hayek which were mentioned earlier in the theory part of the paper, we                             
will attempt to indicate how the public discourse have changed from perceiving one                         
economic ideology superior to the other. 
The economic ideological battle between Keynesianism and Hayekianism               
have lasted since they were coined. In their conceptual frame, they represent the                         
very essentials of economic ideology, as the poles represent north and south,                       
Keynesianism and Hayekianism are to be considered respective counterparts to                   
each other. It is crucial that when talking about ideology and the free market, we                             
keep the distinction between these two conceptions separated. Looking at different                     
countries of today, the perception of economic principles varies from country to                       
country, just as the degree of the usage. One thing is evident; they are two of the                                 
contributive and shaping forces of economic concepts. Keynesianism and its trust in                       
a regulated market, and Hayekians with their trust in the forces of the unregulated                           
free market. In contemporary society, it is unmistakable that Hayekians have started                       
to gain more influence through the growing free market belief that has spread                         
through the ever­advancing globalized world. 
Throughout this research paper, we have been seen a deep connection                     
between advocates of Hayek and supporters of neoliberalism. On the other hand,                       
while not identical, we still to a certain extent perceive a more radical variant of                             
Keynesianism can be linked to socialism, most importantly due to the regulatory                       
features that this school encompasses. To create a more comprehensive                   
understanding of the formation of global discourse towards ideology and the                     
economy, let us draw a connection from a significant point in history. We believe the                             
battle against Keynesianism ended during the cold war period, a hostility towards                       
communism and socialism were established and the general perception of the free                       
market forces were recognized as superior. With the fall of the Soviet empire,                         
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 America established a general discourse that the Soviet empire and their use of                         
economic principles and ideologies were not sufficient nor beneficial for any society.                       
To this day, the communist empire still stands exhibited in history as a failure and an                               
example to the masses who oppose the dominant free market. 
As Steinmo puts it “institutions shape political behavior” (Steinmo, Thelen,                   
Longstreth, 1992:151). That does not necessarily mean that the direct results of                       
institutional action is political belief, but rather institutional influence should be                     
perceived as a co­actor for shaping the right political environment, that a certain                         
political belief can thrive in. Throughout the analysis, it becomes evident that an                         
institution like the IMF enforces privatization programs as a part of their lending                         
policies, thus making it possible to draw connections to a neoliberal agenda. 
Institutions are just one part of establishing a political environment and                     
discourse, another notion of discourse would come from the concept of political                       
socialization, a school that draws upon the idea that media, peers, education,                       
religion, geography and family are to be perceived as contributive components in                       
forming political identity. With many of these being components shapeable by                     
governmental influence, a government can through the means of these factors also                       
establish and control the general political discourse to a certain degree. The                       
dominant discourse in economy, as well as in other fields of research change                         
regularly. Following Marx, these changes are largely dependent on the class                     
conflicts of a given society, which are to a large extent shaped by the material                             
conditions. This makes it important to pay strict notice to what is actually happening                           
in the political sphere in contemporary society, as it seems evident that there is a                             
very polarized power struggle going on. 
The history of the global economy implies that debt crises are unavoidable                       
and therefore it seems improbable that the importance of the IMF will be diminished                           
due to its functionality. However, it is possible that growing frustration amongst                       
populations and an increased focus on the policies of the IMF may result in a                             
change in policy. As Piketty (2014:535) notes about neoliberalism: “Since the                     
financial crisis of 2008, serious doubts about the wisdom of this approach have                         
arisen, and it is quite likely that the rich countries will have increasing recourse to                             
capital controls in the decades ahead.”. Furthermore, governments in countries                   
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 deeply affected by the financial crisis, such as Portugal, Greece, Iceland among                       
others, backed by popular movements, are critical towards the policies of the Fund                         
that also “had severe doubts about whether Greece's debt would be sustainable                       
even after the first bailout was provided in May 2010 and only agreed to the plan                               
because of fears of contagion”.(Elliott, Inman and Smith, 2013). This combined with                       
the emergence of anti­establishment candidates such as Bernie Sanders and                   
Donald Trump in the U.S., along with insiders such as Stiglitz and Varoufakis heavily                           
criticising the neoliberal policies and the foundations of free trade, makes it                       
increasingly hard to envision a future where the financial elite is able to create                           
hegemony on the basis of neoliberalism. As things are moving in Europe, in our                           
contemporary society we might soon get an answer to whether the IMF will continue                           
promoting the Washington Consensus, as major decisions such as ‘Brexit’ might                     
spawn new major financial instability. We note that if real change is to come about, it                               
has to come from within the most important economy in the world, the U.S., which                             
legislation seem to dominate the general conditions under which corporations                   
function.  
 
7.4 ­ Is Neoliberalism Really Neoliberalism? 
 
Has the free market actually been let free? How close have we come to the                             
ideal mechanism that was supposed to balance all values on the notion of the divine,                             
liberalized market? 
There are several controversial facts one must take under consideration when                     
tackling these questions. One aspect has to do with how the first world countries,                           
that now find themselves on the top of the economic structure, have in fact                           
transitioned to the free market system. Scholars argue that in most cases, these                         
countries were enabled to make this step only because they had previously acquired                         
the necessary foundations through different economic systems, broadly through                 
protectionist/Keynesian planning. Comparing this to the abrupt and hasty way that                     
developing countries were effectively launched into the open market, and how                     
detrimental this transition can be, then we must note that even if neoliberalism could                           
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 create an equilibrium, then at least countries have to do extensive prior planning to                           
be able to benefit from the new system. The forced transition as it is currently                             
advocated by institutions like the IMF has proven to produce only highly unstable                         
economic and in extent, social environments. Another matter that quickly arises next                       
to this realization is the practise of subsidizing national industries. For one thing, the                           
very practise creates a dispute with the theory of the doctrine that demands                         
individual effort, risk, profit or loss, this individuality is lost when specific, even                         
strategic at times, products have their price made more competitive by the state.                         
Despite the neoliberal measures put in place by Mexico and taking part in NAFTA,                           
Mexico has become more dependent on imported goods as seen by table 2. This is                             
due to the fact that wealthier nations (including the U.S.) subsidize their goods so                           
they are able to compete with low wage countries. This has also been the case in                               
Mexico where the New York Times (Becker, 2003) reports on a report by Oxfam                           
international that concludes “​the subsidies given American corn farmers allow them                     
to sell their grain at prices far below what it costs to produce. That has led to cheap                                   
American corn flooding the Mexican market and pushing the poorest Mexican                     
farmers out of business”.  
Other topics that concern the doctrine vs reality dispute manifest directly from                       
the founding father of the ideology. According to Chomsky (Chomsky.info, 2016),                     
Adam Smith recognized the threats that the state can face when manufacturers and                         
merchants invest in other countries and rely on imports. He was hoping that this                           
problem would be avoided, based on what he called ‘Home bias’, the willingness of                           
an individual to place jobs and profits in the domestic economy in order to help his                               
homeland to grow. Quite obviously something like that is not at all evident today,                           
where the multinationality of corporations has become incredibly complex and the                     
deciding factor of where a business should be located is to a large degree based on                               
where the most economic profitable environment is to be found. Additionally, as                       
discussed, neoliberal theory is largely based on the notion that individuals will                       
appropriate the market through their choices, according to their values, so only the                         
more all­round prosperous activities will be pursued. Our question to this point must                         
be: Can consumers in the modern market truly make well­informed decisions? A                       
positive answer seems to require that these consumers are being comprehensively                     
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 informed on the production and packaging processes, ingredients used, working                   
conditions of the company’s employees and anything else that can compromise the                       
morality of the final product, nutritional safety and price values. We can not conclude                           
that these attributes are evident in today’s market, especially not when trade                       
agreements that include further disclosures on these matters are continuously                   
multiplied. Furthermore, It seems that we have come to a point where the diminished                           
sovereignty of national governments has reduced the state to the position of                       
safeguarding economic plans. Countries all over the world gradually shrink their                     
state’s duties and obligations while offering more and more room for multinational                       
corporations to set the rules and norms. Public healthcare, education, transportation                     
are fields that Europeans to a large extent have learned to expect to be provided                             
access to. But we are rapidly heading towards global economic schemes that take                         
good care in attacking and eliminating, wherever possible so far, the values of the                           
welfare state. Governments direct more effort and resources in reducing financial                     
risks, comforting deals, seeking to create economic environments that will attract                     
foreign investment and of course paying off long lasting, financially crushing debts or                         
securing, when in crisis, that the very institutions that created the problem will be                           
able to overcome. Our trust in this political discourse, the belief that economic                         
prosperity is the only way to secure high standards of living, that we should eternally                             
progress and climb the power ladder to the top, individually as neoliberalism wants                         
us, collectively as democracy demands, it is beliefs like that, forcefully embedded in                         
people’s perceptions by the very ways in which their everyday life takes place, that                           
allow for the neoliberal discourse to find solid stepping stones into our social reality. 
Moreover, the thought that we have to protect the banks, bearing extreme                       
austerity measures, in order for the financial machines to keep turning their cogs,                         
brings forth a sense of vagueness towards the whole economic system. Especially to                         
those populations most directly affected by its vicious appetite.  
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 8 ­ Conclusion 
 
A change in academic discourse during the 70’s along with the oil­ and energy                           
crises experienced in the West paved the way for neoliberalism to become the                         
dominant ideology in the U.S.. This came to show in the International Monetary Fund                           
where the U.S. holds massive power due to its veto right, the size and global                             
importance of its economy as well as the location of the Fund, effectively changing                           
the role of the IMF and base its new function on the neoliberal ideology of                             
free­market fundamentalism. The dominance of neoliberalism in the IMF has come                     
to have extreme importance in several countries that have suffered from debt crises,                         
as the IMF imposes conditions on the countries receiving loans, thereby forcing them                         
to undergo a neoliberal transformation, opening up their markets to foreign capital                       
and investment. As many countries have suffered from debt crises, so too has the                           
democratic sovereignty been limited, power has been moved from the government                     
and placed in the hand of multinational corporations and the financial elite. Our                         
analysis shows that the development of the Fund as well as its involvement in                           
Mexico has been dependent on both internal and external factors as several events,                         
ideas and individuals have influenced it to a varying degree.  
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